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FO REW O RD
This volume, the eighth of its kind, includes the text of the Uniform
Certified Public Accountant Examinations, prepared by the board of exami
ners of the American Institute of Accountants and adopted by the examining
boards of 47 states, the District of Columbia, and 4 territories.

The

examinations in accounting practice, theory of accounts, commercial law,
and auditing, from May 1948 to November 1950, inclusive, are given here.
The seven prior volumes contain all the problems since 1917.
While the American Institute of Accountants does not publish official
answers, it is felt th a t students may be benefited by a review of the un
official answers by Fontaine Bradley, and more recently by Robert L.
Kane, published from time to time in The Journal of Accountancy. Con
sequently, following a precedent established in 1931, the American Institute
Publishing Company, Inc., is publishing, simultaneously with this volume,
a new book entitled Unofficial Answers to the Uniform CPA Examinations,
May 1948 to November 1950, which contains answers to the questions
included in this volume. All of these answers have appeared in The
Journal of Accountancy.
J ohn L. C arey, Executive Director
American Institute of Accountants
February 1951
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Examination

in

Accounting Practice—Part I

M ay 19, 1948, 1:30 to 6 p.m.
[Solve both problems]

No. 1 (25 points)
Using the information below prepare:
a. Journal entries:
(1) to open the books of the W att Manufacturing Company:
(2) to effect the transfer of the assets acquired and liabilities assumed by the W att Manufac
turing Company from the Hear Telephone Company, making appropriate entries on the
books of each company;
(3) to effect the elimination of the manufacturing division of the Hear Telephone Company;
(4) to close the books of both companies a t December 3 1 , 1947.
b. Balance-sheet of each company a t December 31, 1947, including any pertinent explanatory
notes.
The Hear Telephone Company operated two departments—“Communications” and “Manufac
turing.” The “Manufacturing” division kept a complete set of accounts, which were controlled by
the general ledger of the “Communications” division.
As of November 3 0 , 1947, the Hear Telephone Company sold to the W att Manufacturing Com
pany the current and plant assets, except cash, of the Manufacturing division, the purchaser assum
ing all of the department’s liabilities to outsiders. On the date of sale the W att Manufacturing
Company issued to the Hear Telephone Company, in full payment of the purchase price, 5,000
shares of no-par common stock.
The W att Manufacturing Company was organized on November 3 0 , 1947 with a capital of 6,000
shares of no-par common stock and 1,000 shares of 4 per cent cumulative preferred stock of $100
each, having a liquidating and call value of $110 a share. On th a t date it received cash for the re
maining 1,000 shares of common and the 1,000 shares of preferred, in the amounts of $60,000 and
$100,000, respectively.
The physical transfer of the assets was not made until a month later (December 31, 1947), and
the Hear Telephone Company operated the Manufacturing division during December for account
of the W att Manufacturing Company.
The books of both the Hear Telephone Company and the W att Manufacturing Company are
to be kept on a calendar year basis.
Condensed divisional balance-sheets of the Hear Telephone Company a t November 30, 1947
and December 3 1 , 1947, before recording the transfer, were as follows:
Assets
Cash....................................................
Accounts receivable...........................
Inventories.........................................
Investments in subsidiary companies
Plant and property............................
Reserves for depreciation.................

November 30, 1947
Communi
Manufac
turing
cations

December 31, 1947
Communi
Manufac
cations
turing

$ 50,000
100,000
50,000
20,000
500,000
(250,000)

$ 10,000
50,000
100,000
—
350,000
(150,000)

$ 60,000
110,000
50,000
20,000
500,000
(252,000)

$ 20,000
40,000
80,000
—
350,000
(152,000)

$470,000

$360,000

$488,000

$338,000
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Liabilities
Accounts payable..............................
Sundry accruals.................................
Reserves for federal income taxes ..
Inter-departmental control..............
Capital stock......................................
Earned surplus...................................
Balance 12/31/46..........................
Profit or (loss)................................

$ 60,000
120,000
40,000
(300,000)
300,000

$ 40,000
10,000
—
300,000
—

$ 78,000
110,000
40,000
(308,000)
300,000

$ 22,000
10,000
—
308,000
—

200,000
50,000

—
10,000

200,000
68,000

—
(2,000)

$470,000

$360,000

$488,000

$338,000

No. 2 (25 points)
From the data below prepare for the use of a creditors’ committee the following statements,
showing what probable payments can be made to each of the creditors of Jones, Inc.
A. A statement in which (1) the assets are grouped to show to what extent they are pledged or
free, their estimated realizable value and shrinkage, and (2) the liabilities are classified as pre
ferred, fully secured, partly secured and unsecured.
B. Statement of estimated deficiency to unsecured creditors, showing particulars.
C. Statement of estimated amounts available for each class of creditors, showing ratio to original
claims.
JONES, INC.
BALANCE-SHEET, AS OF MARCH 31, 1948
(Prepared by the company’s bookkeeper)
Assets
Current:
Cash..................................................................................................
Notes receivable..............................................................................
Less notes receivable discounted..............................................
Accounts receivable........................................................................
U. S. Treasury bonds.....................................................................
Inventories:
Finished goods.............................................................................
Work in process..........................................................................
Raw materials.............................................................................

$ 2,000
$ 4,640
4,640
4,000
10,000
$15,000
4,500
6,000

25,500

Total current assets............................................................

$ 41,500

Subscriptions to capital stock.......................................................

12,500

Investm ents.........................................................................................

2,300

Property and equipment:
Real estate...................................................................................
Factory equipment.....................................................................

$45,000
24,000

Less reserve for depreciation.................................................

$69,000
20,000

Total assets................................................................

49,000
$105,300
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Liabilities
Current:
Notes payable:
To Manufacturers’ Trust Co.....................................................
To Alex Sm ith.............................................................................
Accounts payable............................................................................
Accrued liabilities:
Salaries and wages......................................................................
Property taxes.............................................................................

$10,000
25,000

$35,000
24,000

$

992
460

1,452
$ 60,452

Total current liabilities......................................................
Long-term liabilities:
First mortgage on real estate........................................................
Second mortgage on real estate....................................................

$15,000
20,000

35,000
$ 95,452

Total liabilities....................................................................
Capital
Capital stock—authorized, subscribed and issued, 500 shares,
par $100 per share..........................................................................
Less deficit...........................................................................................

$50,000
(40,152)

9,848
$105,300

An analysis of the company’s accounts disclosed the following:
a. Jones, Inc. started business April 1, 1943, with authorized capital of $50,000, represented by
shares of $100 par value each. Of the 500 authorized shares 375 were fully paid a t par and 125
were subscribed at par, payment to be made on call.
b. The Manufacturers’ Trust Company holds $10,000 of U. S. Treasury bonds as security for its
$10,000 loan; it also holds the first mortgage of $15,000 on the company’s real estate, interest
on which is paid through March 31, 1948.
c. The real estate includes land, which cost $5,000, and a building erected thereon a t a cost of
$40,000. Of the reserve for depreciation $5,000 is applicable to the building and $15,000 to the
factory equipment. The realizable value of the real estate is estimated to be $30,000.
d. The note payable to Alex Smith is secured by a chattel mortgage on factory equipment and
inventory. Interest on the note has been paid through March 31, 1948.
e. Alex Smith holds the second mortgage on the real estate.
f. The notes receivable, $4,640, which were discounted, though not yet due, are deemed uncol
lectible.
g. Of the accounts receivable of $4,000, $2,000 are considered good; of the remaining $2,000 it is
expected that one-half will be uncollectible.
h. Inventories are valued a t cost; finished goods are expected to yield 110 per cent of cost. Goods
in process cost $4,500 and have a realizable value, if scrapped, of $900. It is estimated, however,
that the work in process can be completed into finished goods by the use of $1,200 of raw material
and an expenditure of $1,400 for labor and other costs. The raw material deteriorates rapidly,
and is estimated to realize 25 per cent of cost.
i. The factory equipment, which cost $24,000 on April 1, 1943, is considered to have a realizable
value of $5,000 at March 31, 1948.
j. The subscription to the capital stock for 125 shares a t par, is due from Wyman Jones, president
of the company, and is fully collectible.
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k. Investments include 15 shares (a one per cent interest) of the common stock of the Bourbon
Company, acquired a t a cost of $1,500, but with a market value of $3,390 a t March 31, 1948;
and 20 shares of Treasury stock for which the company paid $800.
l. No expenses of liquidation nor accruals not specifically mentioned need be considered.
The committee has called for payment of the capital stock subscription and has decided to have
the goods in process converted into finished goods expected to realize 110 per cent of cost. Com
pletion of goods in process can be done so quickly that no further expenses than those mentioned
above will be entailed.

4
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M ay 20, 1948, 1:30 to 6 p.m.
[Solve Problems 1 and 2 and either Problem 3 or 4]

No. 1 (20 points)
From the information below, prepare:
1. Columnar worksheet reflecting the transactions and assumptions set forth below, for the twoyear period from January 1 , 1946 through December 3 1 , 1947.
2. A comparative balance-sheet of the partnership as of January 1 and December 31, 1946 and as
of December 31, 1947.
The trial balance of AB, a partnership, was as follows on January 1, 1946:
Cash.......................................................................................................................
Accounts receivable..............................................................................................
Notes receivable...................................................................................................
Merchandise inventories......................................................................................
L and.......................................................................................................................
Buildings and equipment—less reserve for depreciation...................................
Investments—at cost...........................................................................................
Prepaid insurance.................................................................................................
Office supplies.......................................................................................................
Bank loans.............................................................................................................
Accounts payable.................................................................................................
Accrued taxes........................................................................................................
First mortgage 2% long-term notes..................................................................
Capital accounts:
A .....................................................................................................................
B .....................................................................................................................

Debit
$ 70,000
50,000
40,000
35,000
85,000
15,000
35,000
4,500
3,000

Credit

$ 45,000
60,000
2,500
55,000
100,000
75,000
$337,500

$337,500

Profits and losses were to be shared equally by A and B.
As of December 31, 1946, C purchased for $125,000 in cash from partners A and B a third inter
est in the partnership; each partner agreed to transfer ⅓ of his individual capital account to C.
Prior to C’s admission, it was decided that a valuation reserve of $5,000 should be provided with
respect to the investments; that a reserve for bad debts should be established in the amount of
$10,000; and that the valuation of buildings and equipment should be reduced to $11,000. Profit
sharing by C commenced on January 1, 1947.
As of December 31, 1947, D was admitted to the partnership and contributed the following
assets from a business previously operated by him as a sole proprietor:
C ash.............................................................................................................
$80,000
Accounts receivable....................................................................................
70,000
Investm ents...........................................................................................................

10,000

The following liabilities incurred by D in his previous business were assumed by the new part
nership:
Accounts payable........................................................................................ $20,000
Bank loans...................................................................................................
30,000
As an inducement to merge his enterprise with the ABC partnership, D was allowed goodwill
of $25,000. Profits were to be shared equally by A, B, C, and D in the new firm, commencing
January 1, 1948.
( Continued on follow ing page)
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Additional data to be used in the solution of this problem are as follows:
Year ended December 31,
1946
1947
$27,000
Profit of the firm............................. .......................... $19,000
Drawings:
10,000
7,500
A ................................................ ..........................
7,000
6,000
B ................................................ ..........................
—
14,000
C ................................................ ..........................
For the purposes of simplicity, it is assumed that profits for each year were realized in cash and
th at the balance-sheet of the firm on January 1, 1946 did not change during the two-year period,
except as indicated in the terms of this problem.

No. 2 (10 points)
From the following trial balance, which was taken from the books of the Hoover Handkerchief
Manufacturing Company as of April 30, 1948, prepare a balance-sheet in which effect has been
given to such changes as may be necessary in view of the treatment accorded by the company to
the transactions described in the paragraphs below the trial balance:
Account
Debit
Credit
Cash................................................................................................................... $ 310,000
Accounts receivable..........................................................................................
800,000
Raw materials on hand....................................................................................
750,000
Finished goods on hand...................................................................................
500,000
Finished goods out on consignment...............................................................
100,000
Plant and machinery........................................................................................
1,460,000
Prepaid expenses...............................................................................................
5,400
Sales returns and allowances...........................................................................
25,000
Administrative salaries....................................................................................
65,000
Cost of sales......................................................................................................
2,350,000
Traveling expenses...........................................................................................
30,030
Interest expense................................................................................................
10,570
Accounts payable.............................................................................................
$ 175,000
Notes payable...................................................................................................
100,000
Accrued payroll................................................................................................
6,000
Accrued interest payable on 6% bonds.........................................................
10,000
Capital stock—6% preferred..........................................................................
1,000,000
Capital stock—Common.................................................................................
1,416,000
6% bonds, due June 30, 1956 .........................................................................
500,000
Sales...................................................................................................................
2,500,000
Surplus, December 31, 1947.........................
520
Paid-in surplus..................................................................................................
698,480
$6,406,000 $6,406,000
(1) The company has purchased various lots of its $100 par value common stock, aggregating 840
shares, a t an average price of $65.50 per share, for $55,020. In recording these transactions the
company has cancelled the stock certificates and charged the Common Stock account with the
par value of $84,000 and credited the Paid-in Surplus account with the difference of $28,980
between par and the cash paid therefor.
(2) Paid-in Surplus was previously credited with (a) premium a t $20 per share on 15,000 shares of
common stock issued, and (b) adjustments arising from the appraisal of plant and machinery
bought a t a receivers’ sale, $398,000.
(3) 4½ % Bonds of the face amount of $250,000 falling due on December 31, 1954, were issued on
January 1, 1930, a t a 10% discount. To June 30, 1946, $16,500 of this discount had been
6
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charged against profits and as of this date the entire issue of these bonds was retired a t par
and the unamortized discount charged to Paid-in Surplus.
(4) A new issue of $500,000, 6% ten-year bonds was effected as of July 1, 1946, a t par. Expenses,
incurred with respect to this issue, in the amount of $20,000 were charged to Paid-in Surplus.

No. 3 (20 points) (Alternate to No. 4)
From the information below prepare a statement, supported by appropriate schedules, of the
taxable income of Mr. Peter Phillips, as a basis for filing on Form 1040 his Federal income tax
return for the calendar year 1947.
Mr. Phillips, a citizen and resident of the United States, files his Federal income tax return on a
cash basis. He properly filed his 1947 Declaration of Estimated Tax and paid an estimated tax
thereon of $5,000. A widower, he provides for the entire financial support of his two sisters.
Mr. Phillips’ tax return for 1946 was filed on the basis of the books which he kept as a sole pro
prietor.
As of January 1, 1947, Mr. Phillips organized the partnership of Phillips, Fast and Garda. The
partnership agreement includes the following provisions:
Capital contributions:
Phillips........................................................................................................
F ast.............................................................................................................
G arda..........................................................................................................

$50,000
40,000
60,000
$150,000

Compensation to partners:
Phillips, as managing partner.................................................... $12,000 per year
F a st...............................................................................................
none.
G arda............................................................................................
none
Interest on capital:
6 per cent per year on capital contribution of each partner.
Profit and loss ratio applicable to residual net income:
Phillips....................................................................................................... 50%
F a st............................................................................................................ 20%
G arda......................................................................................................... 30%
Fiscal year or period:
To end October 31 in each calendar year.
Basis of keeping books:
Accrual
As of January 1 , 1947 the capital of the partnership was paid in as follows:
Phillips:
1,000 shares, stock of U. S. Industries (market value 1/1/47, $30,000; cost to Phillips,
7/15/37, $24,000).
Raw materials and work-in-process inventories, a t the lower of cost or market, $20,000
(per books of Phillips, operating as sole proprietor); original cost, $21,500.
Fast:
Cash, $40,000
Garda:
Cash, $49,500.

Ten 6% debenture bonds of Atlas Fastener Corporation, face value, $10,000; market
value at 1/1/47, $10,500; original cost to Garda on 9/19/33, $10,200; interest payable
January 1 and July 1.
A summary of the firm’s income statements and applicable schedules for the fiscal period end
ing October 31, 1947 and for the two months ending December 31, 1947 are as follows:
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Fiscal
period
ending
Oct. 31,
1947

Two
months
ending
Dec. 31,
1947

$45,000

$11,000

$ 7,500
29,600

$ 2,750
6,050

$37,100

$ 8,800

N et operating profit.............................................................................................

$ 7,900

$ 2,200

Other income and deductions (net)
N et profit from sales of securities...................................................................
Dividends and interest from domestic corporations....................................

$ 2,300
1,300

$ —
500

$ 3,600
7,500

$

Interest on capital contributions....................................................................

$ 3,900

$ 1,000

N et income............................................................................................................
Less—current withdrawals by partners (P/L ratio ).....................................

$ 4,000
3,000

$ 1,200
600

N et income transferred to capital accounts......................................................

$ 1,000

$

Schedules:
Administrative and general expenses—
Salary of Peter Phillips....................................................................................
Office salaries.....................................................................................................
Rent and telephone..........................................................................................
Legal and accounting.......................................................................................
Taxes..................................................................................................................
Bad d ebts...........................................................................................................
Contributions to organized charities..............................................................
Miscellaneous office expenses..........................................................................

$10,000
8,000
4,600
2,500
1,250
1,000
750
1,500

$ 2,000
1,600
920
500
250
200
500
80

$29,600

$ 6,050

Particulars
Income statements:
Gross profit on sales, including depreciation.....................................................
Selling expenses.....................................................................................................
Administrative and general expenses.................................................................

N et profits from sales of securities:
Security
Acquisition Disposition
Central Stores..................................... . 200 shares Jan. 5, ’47 Oct. 10, ’47
Outlet, Inc............................................. 100 shares Jan. 5 , ’47 June 20, ’47
Gypsum M etals.................................... 100 shares Apr. 14, ’47 June 20, ’47
Distributors Co..................................... 500 shares June 22, ’47 Sept. 29, ’47
N et profit

500
1,500

600

Cost Proceeds
$13,000 $10,000
4,500
6,000
3,600
4,700
8,000
10,700
$29,100
2,300

$31,400
—

$31,400

$31,400

( Continued on follow ing page)
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Mr. Phillips’ personal cash book and memoranda for 1947 disclosed the following:
Cash receipts,—1947:
Compensation received from Phillips, Fast & G arda....................................................
Directors’ fees, less travel and accommodations, $80 ....................................................
Dividends from domestic corporations............................................................................
Interest on capital invested in Phillips, Fast & G arda.................................................
Current cash withdrawals from Phillips, Fast & Garda against expected share of
profits...............................................................................................................................
Annuity under a life annuity contract acquired on January 1, 1942 for $100,000...
Proceeds from sale of residence.......................................................................................
Proceeds from sales of securities......................................................................................
Cash disbursements—
Tax (1947 estimated U.S. income ta x )............................................................................
Taxes—
Real property..................................................................................................................
State income—1946 ........................................................................................................
City sales.........................................................................................................................
Contributions......................................................................................................................
Legal fee paid to protect partnership interest.................................................................
Cost of securities acquired during 1947 ...........................................................................
Amounts paid to two sisters.............................................................................................
Other disbursements..........................................................................................................

$ 9,000
320
2,600
2,250
1,500
5,000
28,000
28,000
$ 5,000
750
4,250
120
300
1,500
33,700
7,200
- 1,150

Securities transactions:
Acquisition
U.S. Industries, Inc. 1,000 shs............. ........ July 15, 1937
Tire Supply Co........ 100
........ Jan. 6, 1947
Holyoke Tubing, Inc. 100
May
2, 1947
Temple Metals, Inc. 200
May
2, 1947
"
Tinplex, Ltd.............. 500
........ Jan. 6, 1947
U.S. Tool Co............. 100 "
........ Jan.
6, 1947
Yoke Metals, Inc.. . 200
Apr.
8, 1936

Disposition

Cost

Jan. 1 , 1947
—
Aug. 8 , 1947
Sept. 6 , 1947
—
—
Feb. 16, 1947

$24,000
10,450
7,100
6,500
4,500
5,150
18,300

Exchange
or
Proceeds
$30,000
6,450
4,300
__
17,250

On January 2, 1947, Phillips sold for $28,000 a residence acquired by him for $30,000 on July 1,
1938, rented until September 3 0 , 1941 and subsequently used by him until date of sale. Depreciation
of $3,250 has been allowed during the rental period on the basis of a useful life of 30 years.

No. 4 (20 points) (Alternate to No. 3)
From the following information concerning the operations of a municipal expendable revenue
fund for the fiscal year ended April 3 0 , 1948, prepare:
A. Entry or entries to close the books of the fund for the year ended April 3 0 , 1948
B . A balance-sheet of the fund as of April 30, 1948
C. A statement of revenue, expenditures and surplus for the year ended April 30, 1948
Information re Expendable Fund, for year ended April 30, 1948:
1. Unappropriated surplus a t May 1, 1947 consisted entirely of cash..........................
2. Budget estimate of revenue.............................................................................................

9
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2,350
185,000

Examination Questions— May, 1948
3. Budget appropriations......................................................................................................
4. Tax levy $115,620, against which a reserve of $4,000 is set for estimated losses in
collection
5. Tax receipts, $112,246, with penalties of $310 in addition
6. Receipts from temporary loans $20,000, all of which were repaid during period with
interest of $300
7. Balance of encumbrances unliquidated, April 30, 1948...............................................
8. Vouchers approved for expense.......................................................................................
9. Vouchers approved for capital expenditures.................................................................
10. Vouchers approved for payment of bonds falling due during the year, $5,000 and
for interest on bonds, $2,000
11. Miscellaneous revenue received.......................................................................................
12. Rebate of current year’s taxes collected in error..........................................................
13. Warrants issued and payable on demand.........................................................................
14. Refund on an expense voucher on which an excess payment was made........................

10

178,600

3,250
146,421
21,000
74,319
240
169,400
116
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in

Theory

of

Accounts

May 20, 1948, 9:00 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowledge of accounting theory and your
ability to apply the knowledge you have acquired. Due weight will be given to the arguments
presented to support your answers, even though the examiners may not agree with your con 
clusions.]

GROUP I
[Answer all questions in this group]

No. 1 (15 points)
The directors of the SMT Corporation authorized the establishment of an Employees’ Purchases
Fund to be under the direction of an officer of the company as trustee and ordered the treasurer
of the company to transfer from General Cash to the Trustee of the Employees’ Purchases Fund
the sum of $100,000 for his use in carrying out the purpose for which the fund was created.
In its authorizing resolution the directors stipulated that:
a. The fund was established for the purpose of purchasing automobiles, refrigerators, stoves, furni
ture and the like, to be resold to SMT Corporation employees a t cost plus 5 per cent.
b. Merchandise would be sold for cash or in accordance with a deferred payment plan which pro
vided for interest a t the rate of one-half of one per cent per month on any unpaid balance.
c. No trade-ins would be accepted as part payment.
d. Any merchandise recovered by the Trustee as the result of non-payment of installments was
to be transferred to the Corporation, for its use or disposal, a t the value allowed by the Trustee
as a basis of recovery.
e. The trustee was to deposit in a separate bank account the sum received from the Corporation
for the initial capital of the fund and to handle through such account all subsequent transac
tions, including operating expenses, incident to the purchase of merchandise and its sale to
employees.
f. The amount appropriated was to be a revolving fund, to be considered an investment of the
corporation.
g. An adequate system of accounts was to be set up to reflect the current transactions, to provide
a general ledger control of inventories and a basis for adequate financial statements relative to
its condition and operating results.
Submit a classification of the trustee’s general ledger accounts with descriptions of typical en
tries for each and their resulting balances.

No. 2 (5 points)
During three-fourths of the month of August a power shovel was used in constructing an im
proved new road on the property of a manufacturing company, giving direct access to its main
plant, and for one-fourth of the month the shovel was used to clear the company’s old road of
material that had fallen into it as a result of a storm and landslide. The old road must be used until
the new one is completed in approximately a year. I t is expected that the plant will be operated for
not less than twenty years.
State how the costs of operating the shovel should be charged:
a. while the shovel was used on the old road;
b. for the remainder of August.
Give reasons for your answers.

No. 3 (10 points)
In March, 1948, the Barnes Company ordered for resale, standard merchandise (that is, mer
chandise not made to its special order), a t a cost of $100,000, which it had not received by March 31,
1948, the close of its fiscal year.
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a. Explain under what conditions the Barnes Company should show this amount as a liability on
its balance-sheet as of March 31, 1948.
b. Explain under what conditions it is proper for the Barnes Company to omit this amount as a
liability on its balance-sheet as of March 3 1 , 1948.
c. Explain how this amount should be treated, if a t all, on the balance-sheet of the Barnes Com
pany as of March 3 1 , 1948, if it is not shown as a liability.
Give adequate reasons for your answer to each part of this question.

No. 4 (10 points)
In 1907-8 the K Company erected a building a t a cost of $100,000. It depreciated the building
a t the rate of
per cent a year, with the result that a t the close of its fiscal year ended M arch 31,
1948, its net book value was zero. In February, 1948, the company declined an offer which involved
(a) purchase of the building for $50,000, and (b) lease of the building site for a period of 50 years.
The assessed value of the building is $35,000.
Discuss the factors you would consider in determining the value, if any, at which the building
should be stated on the K Company’s balance-sheet a t March 31, 1948.

No. 5 (10 points)
The A Company maintains a regular checking account in each of five widely separated banks.
At March 31, 1948, the balance in each bank was as follows:
Bank Location
New York C ity........................................
Atlanta, Georgia......................................
Chicago, Illinois......................................
Houston, Texas........................................
San Francisco, Calif...............................

Per Company Books
$10,175.00
( 4,983.00)
14,625.52
(18,895.40)
9,898.78

Per Bank Statement
$12,318.75
207.17
18,318.36
2,168.28
12,184.40

$10,820.90

$45,196.96

The A Company was indebted, on its own note, to the Chicago bank, in the amount of $150,000.
Pursuant to an agreement with the bank, the company was required to maintain a balance in its
checking account of not less than 10 per cent of the amount of its outstanding indebtedness to the
bank.
Assuming that the only difference between the amount shown on any of the bank statements
and the corresponding amount on the company’s books is due to outstanding checks, none of which
was drawn for deposit in one of the company’s other accounts, discuss how the foregoing data
should be shown on the A Company’s balance-sheet as of March 31, 1948, when prepared (a)
for the company’s management, (b) for credit purposes, and (c) for stockholders and the general
public.

GROUP II
[Answer any five questions in this group. N o credit w ill he given fo r additional answers and,
i f more are submitted, only the first five in the order written by the candidate w ill be considered.]

No. 6 (10 points)
The J Company and the S Company, engaged in the same kind of mercantile business, and
owned by the same person, report for the year 1947 substantially the same amounts for sales, cost
of sales and gross profit, respectively. The J Company reports a merchandise turnover of 4.5 while
the S Company reports one of 10.
a. Explain, illustrating with an example, how such a difference might occur.
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b. Comment on the significance of the merchandise turnover in the administration and control of
merchandising operations.

No. 7 (10 points)
P, a holding company, owns 90 per cent of the capital stock of M and 80 per cent of the capital
stock of O. On April 15, 1948, M sold merchandise to O for $50,000, and received from O five noninterest-bearing notes of $10,000 each, due respectively on May 15, June 15, July 15, August 15,
and September 15, 1948. On April 15, M discounted the notes due May 15 and June 15, respectively,
with its bank, being credited with the proceeds of $19,925. The other three notes it held. In con
solidating the accounts of the three companies a t the close of the fiscal year ended April 30, 1948,
how should the transactions involving the notes be handled? Give reasons for your answer.

No. 8 (10 points)
Define the following terms as used in cost accounting: (a) basic, or normal, standard cost;
(b) burden variance; (c) job cost; (d) labor price variance; and (e) material efficiency variance.

No. 9 (10 points)
The A Company, the B Company and the C Company each allows its customers a discount of
two per cent of sales when accounts are paid within 10 days of date of invoice.
In its accounts the A Company debits its customers with 98 per cent of the gross amount billed
them. If payment is made within the 10-day period for the gross amount, less 2 per cent, the cus
tomer is credited with the amount paid. If payment is made after the end of the 10-day period for
the full amount billed, the customer is credited with 98 per cent of the amount paid, the remaining
2 per cent of the amount received being credited to Sales Discounts Not Taken and shown on the
income statement as an item of Other Income.
The B Company debits its customers’ accounts with the full amount billed them. When pay
ment is made within the 10-day period for 98 per cent of the amount billed, the customer is credited
with the full amount billed, the 2 per cent not remitted being charged to “Discounts On Sales”
and shown on the income statement as a deduction from sales.
The bookkeeping procedure of the C Company is the same as th at of the B Company, but on
the Income Statement “Discounts on Sales” is treated as an element of “Administrative and
General Expense.”
Discuss the theory underlying each of the above treatments of sales discounts, and state which
method you prefer, indicating your reasons therefor.

No. 10 (10 points)
The R Company has agreed to sell its business to the Q Company for a sum which represents
the book value of its assets less its liabilities, plus an amount for goodwill. The directors of the R
Company propose as the payment for goodwill the sum of the company’s net profits after income
taxes for the years 1944, 1945, 1946 and 1947. You are asked to comment on the fairness of this
proposal and to suggest a basis for determining the goodwill if you feel th at the proposal of the R
Company is open to criticism.

No. 11 (10 points)
The capital of the B Corporation is represented by 100,000 shares of no-par capital stock, with a
stated value of $5.00 per share, paid-in surplus of $750,000 and earned surplus of $180,000. The
company authorized its employees to subscribe to its capital stock at $13.50 per share, the amount
of each subscription to be paid through payroll deductions over a period of ten months. Subscrip
tions from employees were received for 10,000 shares. A t April 30, 1948, payroll deductions ap

plicable thereto had been made in the aggregate of $108,000.
During the preceding six months the company had purchased in the open market shares to be
used to issue to the subscribing employees when their payments had been completed. A t April 30,
1948 it held 8,000 shares purchased a t an average outlay of $13.20 a share.
State two methods of showing the shares thus acquired on the company’s financial statements as
of April 30, 1948, and explain the theory underlying each method.
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No. 12 (10 points)
Adams, in 1935, purchased 1000 shares of the common stock of the Rhodes Company (par value
$100 per share) for $125,000. In 1947 the company had both preferred and common stock out
standing and declared and paid a 60 per cent dividend on its common stock as follows:
1 share of its common stock for every 2 shares held;
1 share of its 6 per cent cumulative preferred stock
(par value $100 per share) for every 10 shares held.
The market values of the Rhodes Company stocks when the dividend was declared were $150
per share for the common and $110 per share for the preferred.
Explain, with reasons for your recommendation, how Adams should record the receipt of each
of these dividend stock certificates.
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Auditing

M ay 21, 1948, 1:30 to 5 p.m.
[The candidate must answer all questions]

No. 1 (15 points )
a. Prepare a reconciliation of the Wye Company’s bank account a t December 31, 1947.
b. Prepare one or more journal entries to adjust the Wye Company’s books to reflect the correct
bank balance a t December 31, 1947.
In auditing the Wye Company, you obtain directly from the bank with which it does business,
the bank statement, cancelled checks, and other memoranda which relate to the company’s bank
account, for December, 1947. In reconciling the bank balance a t December 3 1 , 1947 with th at shown
on the company’s books you observe the facts set forth below.
(
(
(
(
(
(

1)
2)
3)
4)
5)
6)

Balance per bank statement, 12/31/47....................................................................
Balance per books, 12/31/47......................................................................................
Outstanding checks, 12/31/47........... .......................................................................
Receipts of 12/31/47, deposited 1/2/48...................................................................
Service charge for November, 1947, per bank memo of 12/15/47.......................
Proceeds of bank loan, 12/15/47, discounted for 3 months @ 5% per annum,
omitted from company books.......................................... ........................................
( 7) Deposit of 12/23/47 omitted from bank statem ent...............................................
( 8) Check of Rome Products Co. charged back on 12/22/47 for absence of countersignature and redeposited with complete signature on 1/5/48, no entry on the
books having been made for the chargeback or the redeposit.............................
( 9) Error on bank statement in entering deposit of 12/16/47:
Correct am ount.................................................................................. $3,182.40
Entered in statem ent.............................................................. .........
3,181.40
(10) Check No. 3917 of Wyeth Manufacturing Co., charged by bank in error to
company’s account......................................................................................................
(11) Proceeds of note of J. Somers & Co. collected by bank, 12/10/47, not entered in
cash book:
Principal.................................................................................................... $2,000
Interest......................................................................................................
20
Less collection charge..............................................................................

$2,020
5

(12) Erroneous debit memo of 12/23/47, to charge company’s account with settle
ment of bank loan, which was paid by check No. 8714 on same d a te ................
(13) Error on bank statem ent in entering deposit of 12/4/47:
Entered a s ........................................................................................... $4,817.10
Correct am ount..................................................................................
4,807.10
(14) Deposit of Wyeth Manufacturing Co. of 12/6/47 credited in error to this
company........................................................................................................................

$88,489.12
58,983.46
32,108.42
5,317.20
3.85
9,875.00
2,892.41

417.50

1.00
2,690.00

2,015.00

5,000.00

10.00
1,819.20

No. 2 (10 points)
Name ten types of balance-sheet items the verification of which includes written confirmation
by someone not a member of the accounting or bookkeeping staff of the organization, the accounts
of which are under audit, and state from whom the confirmation would normally be obtained.
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No. 3 (10 points)
The X Company’s cash receipts register contains amount columns headed as follows: Cash, D r.;
Sales Discount, Dr.; Accounts Receivable, Cr.; Miscellaneous, Dr. ; Miscellaneous, Cr.
In a balance-sheet audit and a detailed audit, respectively, explain the nature and extent of your
examination with respect to amounts in the Sales Discount, Dr. column, with reasons for your
procedure.

No. 4 (15 points )
Your firm has been appointed by the stockholders of The Q Corporation to audit the company’s
accounts for the fiscal year ended December 31, 1948, with a view to rendering an unqualified
opinion—with respect to the balance-sheet as of that date and the income statement for the year
then ended. The company has been in operation for 25 years. The net book value of its plant, which
includes land, buildings, machinery, tools, patterns, furniture and miscellaneous equipment, is in
excess of $2,000,000.
Explain in what respects your audit program with respect to such fixed assets would be different,
if a t all, under each of the following situations:
a. The company has never been audited by any firm of public accountants.
b. The company has never been audited by your firm, but has been audited for the preceding ten
years by a reputable firm of public accountants which has rendered an unqualified opinion
each year.
c. Your firm has audited the company each year since 1935.

No. 5 (10 pointe)
In a balance-sheet audit of a manufacturing company, what types of information, obtained from
an examination of fire insurance policies (in which your client is named as the insured) and the
company’s insurance register, would you include in your working papers?
For what purpose or purposes should the auditor examine fire insurance policies?

No. 6 (10 points )
On February 1, 1945 Adams assigned a patent, newly issued to him, to the Hayworth Manu
facturing Co., under a contract which provided that the latter “would pay Adams a royalty of
$2.00 for each unit produced in accordance with the Adams patent and installed in Hayworth
machinery delivered to any point outside the plant, whether or not such deliveries were based on
sales, transfers to branches or consignments to agents.”
On the date of the assignment the Hayworth Co. paid Adams $500 advance royalties. There
after, no royalty payments nor statements of royalties earned were received by him. His efforts to
obtain information elicited only the response that the royalties earned did not equal the amount
paid him.
Finally, in 1948, Adams asked you to determine the facts.
Outline a program to ascertain the amount of royalty due or overpaid to Adams under his con
tract with the Hayworth Manufacturing Co.

No. 7 (10 points )
State what steps you would take to obtain a substantial verification of the book balance of the
physical quantities of inventories in each of the following cases:
a. A large, outdoor pile of coal.
b. Grain in an elevator.
c. A large quantity of nails, dumped in a bin, the book inventory being carried in pounds.
The book balances are obtained as the result of a continuous record of receipts, withdrawals and
arithmetically computed balances.
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No. 8 (10 points)
Outline a procedure in a balance-sheet audit of a chocolate manufacturer, whose sales are in a
large measure to small candy manufacturers throughout the country, for verifying and establishing
the adequacy of the reserve for bad debts.
State how your program would be different, if a t all, in a detailed audit.

No. 9 (10 points)
State four circumstances under which a certified public accountant, in expressing an opinion in
his short form report (certificate) on representations in financial statements which he has examined,
will have acted in a manner discreditable to the profession.
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in

Commercial Law

May 21, 1948, 9 a.m. to 12:30 p.m.
[Reasons must be stated for each answer; no credit will be given for an answer unsupported by
a statement of reasons. Whenever practicable, give the answer first and then state reasons.
Answers will be graded according to the candidate's evident knowledge of the legal principles
involved in the question rather than on his conclusions. Answers to questions involving negoti
able instruments, partnerships and sales should be based on the provisions of the pertinent
Uniform Law.]

GROUP I
[Answer all questions in this group]

No. 1 (10 points)
a. B sold goods to A for $200, taking A's note in payment, with the agreement th at B would deliver
the goods immediately. B sold and indorsed the note to C, an innocent party, for $100, of which
$50 was paid in cash and $50 was to be paid in 10 days. B did not deliver the goods, for which
the note had been given, before the 10 days expired, and A so informed C. C sued A for $200
on the note.
(1) Can C recover?
(2) Why?
b. A made a note to the order of B which was successively indorsed by B, C and D. A failed to
pay the final holder E, and C met E ’s demand for payment in due course.
(1) Can C hold D liable?
(2) Why?
c. A signature was so placed upon the face of a promissory note th at it was not clear in what ca
pacity it was made. In what capacity is the person presumed to have made the signature?

No. 2 (10 points)
a. A offers to guarantee the payment of all bills of exchange drawn by B and discounted by C.
Thereafter, C discounts one bill. A then notifies C that the guaranty is withdrawn.
(1) W hat is A's liability?
(2) Can A withdraw?
(3) Explain.
b. A makes B an offer by mail. B promptly sends an acceptance by his own office boy.
(1) Does this result in a contract? If so, when?
(2) How may an acceptance be transmitted so that it operates to complete a contract as
soon as it is put out of the offeree’s possession?
c. A sells a motor truck to B, warranting it to carry a certain weight. B paid cash for the truck.
After a few days’ use by B the truck breaks down under a less weight. B promptly demands
the return of the price paid to A.
(1) Can B obtain restitution?
(2) Why?

No. 3 (10 points)
a. Jones, Brown and Smith were partners from January 1, 1940, each having contributed $5,000
as capital. On January 1, 1945, Brown advanced $2,000 to aid the partnership. On January 1,
1948 the partnership wound up with a cash balance of $5,000 after payment of all creditors.
(1) How should this $5,000 be divided?
(2) Give the rule for payment of partnership liabilities on dissolution in this situation.
b. A, B and C were partners under a written agreement made in 1940 th at it should continue for
10 years. During 1947 C being indebted to X sold and conveyed his interest in the partnership
to X. A and B paid X $5,000 as C’s share of the profits for the year 1947, but refused X per
mission to inspect the books or to come into the managing office of the partnership. X brings
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an action setting forth the above facts and asks for an accounting and an order to inspect the
books and to participate in the management of the partnership business.
(1) Does C’s action dissolve the partnership?
(2) To what is X entitled with respect to (a) partnership profits, (b) inspection of partnership
books, (c) accounting by the partnership, and (d) participation in the partnership man
agement?
(3) In case of a dissolution to what is X entitled with respect to C’s interest and accounting?

No. 4 (10 points)
a. A sold goods to B by sample and description. The bulk of goods corresponded with the sample
but not with the description. B refused to accept the goods.
(1) Could B, the buyer, be compelled to take them? Why?
(2) W hat remedy has A?
b. B agreed to buy of C goods of a perishable nature for $600, C reserving the right of lien. B did
not comply with his contract and C resold the goods for $800. B claimed that he was entitled
to the difference and sued C for i t
(1) Can B recover?
(2) Why?

No. 5 (10 points)
a. P writes a letter to his agent A on May 1st to inform him th at his authority was revoked. The
letter by mistake was placed in an advertising, unsealed envelope with one cent postage, which
when received a t A’s office on May 3rd, was thrown away without being opened.
(1) Was A’s agency revoked?
(2) Why?
(3) When?
(4) Explain.
b. Jones, an orange grower, ships oranges to his factor in New York. Twenty hours before they
are due to arrive the factor learns th at in New York due to excessive arrivals oranges will not
bring enough to satisfy freight charges, but if diverted to a factor in Philadelphia, they will
bring a much larger price a t no greater freight cost. He cannot communicate with Jones in time
to make the change. The factor reroutes the oranges to Philadelphia where they are destroyed
by flood.
(1) Did the factor have authority to reroute the shipment of oranges?
(2) Is he liable for the loss?
(3) Explain.

GROUP II
[Answer any five questions in this group. No credit will be given for additional answers and,
i f more are submitted, only the first five in the order written by the candidate will be considered.]

No. 6 (10 points) (This question relates to Federal taxes only)
a. Has a taxpayer an option of choosing one of two or more methods of computing taxable income?
If so, name two methods available as to (1) accounting method, (2) tax accounting period,
(3) bad debt deduction, and (4) long-term contracts.
b. A taxpayer purchased 100 shares of the X Company stock for $1,000 on July 1,1939 and another
100 shares of X Company stock for $1,500 on January 2, 1948. He sold 100 shares of the X stock
a t $1,250 on April 1, 1948. His purchase records were lost and he could not identify which pur
chase was sold.
(1) Did the taxpayer have a gain or loss? W hat was its nature?
(2) W hat lot was sold? W hat is the general rule?
( Continued on follow ing page)
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c. Are fees paid to attorneys and accountants for tax advice and preparation of income tax returns
deductible from a taxpayer’s gross income? When? Give the general rule th at applies.
d. A partnership agreement provides that A shall receive a salary of $5,000 and B a salary of
$4,000 before dividing profits of which A is to receive two-thirds and B one-third. The books
of the partnership showed a profit of $12,000 after deducting the salaries paid to A and B. This
was reported as partnership net income on the “Partnership Return” allocating $8,000 as A’s
profit and $4,000 as B’s profit.
(1) Was the “Partnership Return” correct? Why?
(2) W hat and how much must each partner include in his individual tax return as to his total
earnings from the partnership?
(3) State the rule th at applies in this situation.

No. 7 (10 points)
a. You are called upon to audit the books of a corporation for 1947 and you find, among other
things the following: The corporation is on a calendar year basis. In December the corporation
paid to each one of its five directors a salary of $2,000 and to the treasurer, who was not a
director, $12,000, for their services during 1947 as such officials.
(1) Were these payments proper as to (a) the directors, and (b) as to the treasurer? Why?
(2) Where would you look for authority to make these payments?
b. A is the owner of non-cumulative 8% preferred stock in the X corporation. The corporation
had no earnings or profits in 1941. In 1942 it had large war profits and a surplus from which it
might properly have declared dividends. The directors refused to do so but employed the surplus
to purchase goods necessary for their expanding business. In view of the large profits made in
1943, the directors declared in 1943 a 10% dividend on the common stock and an 8% dividend
on the preferred stock without paying preferred dividends for 1941 and 1942.
(1) Is A entitled to dividends for 1941 and 1942?
(2) Why?
(3) Could A have compelled the directors to pay dividends in 1941 and 1942?
(4) Why?

No. 8 (10 points)
a. A factory building was damaged by fire. The owner asks you to let him know:
(1) How much insurance he should have carried to obtain full recovery for his loss.
(2) How much the insurance company must pay him.
(3) W hat his loss is, if any, for income tax purposes.
(4) Whether the recoverable loss could be worked out by a formula.
From the client’s records, you find the following:
A fire insurance policy for $8,000 which contains an 80% co-insurance clause
Building cost
$12,000
Reserve for depreciation
4,000
Book value of building
8,000
The appraiser’s report, which is accepted by both the insurance company and the insured
shows:
A partial fire loss of $8,000
Building value at time of fire, $20,000

W hat should your report show? Give reasons.
b. When are insurance contracts assignable, with respect to (1) Fire, (2) Marine, and (3) Life?

No. 9 (10 points)
a. In the absence of contract, statute or trade custom, may interest be charged in:
(1) open, running or unliquidated accounts?
(2) settled accounts?
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b. W hat is the effect on a contract to pay interest which is silent as to the rate?
c. When does interest accrue and start on a debt payable on demand?
d. A made a note payable to B with interest. The note was undated. From what time does interest
run?

No. 10 (10 points)
a. Define and distinguish between:
(1) An account
(2) Current running account
(3) Mutual account
(4) Account stated
(5) Account rendered
b. Two merchants carried on a series of transactions with one another. Their respective accounts
were not in agreement. They employed an accountant to ascertain the correct balance between
them. Does the accountant’s findings and report constitute an account stated?
c. Explain the effect of an account stated between the parties as to the amount due.

No. 11 (10 points)
a. Name a t least five of the nine essential terms which must be embodied in a public warehouse
receipt
b. (1) W hat is a non-negotiable warehouse receipt?
(2) W hat must appear on the face of such a receipt?
(3) Who is liable and what is the liability for failure to comply with the requirement?
c. (1) In the absence of agreement, to what extent is a warehouseman liable for the care of goods
stored?
(2) Is he an insurer of those goods?
(3) When is a warehouse company liable for the loss of cotton destroyed by fire in its cotton
warehouse?

No. 12 (10 points)
a. When does the statute of limitations begin to run on
(1) open book accounts?
(2) contracts of sale?
(3) bills and notes?
b. A owes B $500 barred by the statute of limitations. A has an invalid claim for $250 against B
and writes B, “I will pay you the $500 I owe you subject to my claim of set-off.” W hat is A’s
position? Explain.

c. A owes B a debt of $600 which is barred by the statute of limitations. A promises in a signed
writing to pay B $50 monthly for a year in satisfaction of the claim. W hat are the rights or
obligations of A and B? Explain.
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Accounting Practice- P

art I

November 17, 1948, 1:30 to 6 p.m.
[Solve all problems]

No. 1 (25 points)
The Waverly Manufacturing Company has decided to change its method of distributing factory
burden to its products, all of which are manufactured on special order. You are asked (a) to develop
appropriate departmental rates, based on the company’s operations for the first half of 1948, and
(b) to illustrate their use by determining the cost of Job Order No. 987 by applying the rates you
develop.
The trial balance of the company’s factory ledger (cents omitted), for the six months ended
June 30, 1948, is as follows:
Debit
Credit
Materials and manufacturing supplies............................................... $ 85,321
Work-in-process—m aterial..................................................................
86,105
Work-in-process—labor........................................................................
82,872
Work-in-process—manufacturing expenses.......................................
161,480
Indirect labor.........................................................................................
41,740
Factory re n t...........................................................................................
2,400
Insurance—machinery and equipm ent..............................................
4,216
Compensation insurance......................................................................
2,486
Superintendence....................................................................................
6,000
Factory clerical salaries.......................................................................
4,950
Machinery maintenance and repairs..................................................
31,010
Depreciation of machinery and equipment.......................................
42,800
F uel........... .............................................................................................
3,172
Electricity..............................................................................................
2,178
Manufacturing supplies used..............................................................
3,617
Social security taxes.............................................................................
9,210
Factory office supplies..........................................................................
879
Miscellaneous factory expense............................................................
1,212
Manufacturing expense applied..........................................................
$158,200
General ledger control..........................................................................
413,448
$571,648

$571,648

Additional data:
The manufacturing operations are carried on in three production departments, A, B, and C, with
the aid of two service departments, numbered 1 and 2, respectively. Other data are as follows:
Departments
Plant floor space....................
Number of employees...........
Number of labor hours.........

Total
30,000
sq. ft.
109
113,360

A
10,000
sq. ft.
50
52,000
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B
5,000
sq. ft.
20
20,800

C
2,000
sq. ft.
4
4,160

1
7,500
sq. ft.
25
26,000

2
5,500
sq. ft.
10
10,400

Accounting Practice— P art I
Number of machine hours___
47,952
Salaries and wages...................
$161,317
Cost of machinery and equip
m ent...................................... $1,019,047
Annual depreciation rates. . . .

31,912
$76,180

9,640
$28,472

560
$9,975

$623,225
8%

$250,960
8%

$20,210
10%

5,840
$37,230

—
$9,460

$112,862 $11,790
10%
20%

In developing burden rates, expenses not distributed in the above table shall be distributed to
departments as follows:
On the basis of floor space:
Factory rent; fuel; ¼ of electricity
On the basis of salaries and wages:
Compensation insurance
Superintendence
Manufacturing supplies used
Social security taxes
Factory office supplies
Miscellaneous factory expense
On the basis of investment in machinery and equipment:
Insurance, machinery and equipment
Machinery maintenance and repairs
¾ of electricity
Factory clerical salaries and $4,510 of indirect labor are charged to Department No. 2. The bal
ance of indirect labor is charged to Department No. 1.
Expenses of Department No. 1 are to be distributed, 1/10 to Department No. 2, the balance to
all other departments on the basis of machine hours.
Expenses of Department No. 2 are to be distributed to Departments A, B, and C, on the basis of
labor hours.
The departmental burden rates are to be based on machine hours for Departments A and B, and
on labor hours for Department C.
D ata applicable to jo b Order No. 987 are as follows:
Material, $487.92; direct labor, $465.00.
Machine hours: Department A, 50 hours.
Department B, 12 hours.
Labor hours:
Department C, 20 hours.

No. 2 (20 points)
From the information below prepare a monthly cash budget for AB Trading Company for the
three months ending March 31, 1949.
AB Trading Company purchases merchandise on terms of 2/10, n/60, and regularly takes dis
counts on the tenth day after the invoice date. It may be assumed that one-third of the purchases
of any month are due for discount and are paid for in the following month.
The company’s sales terms are 2/10, n/30, E. O. M. I t has been the company’s experience that
discounts on 80 per cent of billings have been allowed and that, of the remainder, one-half have been
paid during the month following billing and the balance during the second following month.
The average rate of gross profit based on sales price, is 25 per cent. Total sales for the company’s
fiscal year ending June 30, 1949, have been estimated a t 80,000 units, distributed monthly as
follows:
Ju ly .............. ...9 % October........ ...9 % January........ ...3 %
August......... ..10% Novem ber... .10% February___....5 %
September. . .12% December. . . ..15% M arch........ .....6 %

April......... ........ 7%
M ay......... .........6%
Ju n e......... .........8%

To insure prompt delivery of merchandise, inventories are maintained during January and Feb
ruary a t 6 per cent of the number of units estimated to be sold throughout the year, while during
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the rest of the year they are maintained a t 10 per cent of that number. The inventories a t December
31 and February 28 should be at the levels intended to be maintained during the respective ensuing
seasons.
Total budgeted selling, administrative and general expenses for the fiscal year ending June 30,
1949, are estimated a t $312,000, of which $120,000 are fixed expenses (inclusive of $24,000 annual
depreciation). These fixed expenses are incurred uniformly throughout the year. The other selling,
administrative and general expenses vary with sales. In total, these expenses amount to $192,000
or 12 per cent of total sales for the year. Expenses are paid as incurred, without discounts.
It is assumed that a t January 1, 1949, merchandise inventory, a t the 6% level, will consist of
4,800 units, to cost $72,000, before discount, and the cash balance will be $112,000.
No. 3 (5 points)
On November 1 , 1946, A and B formed a partnership to operate a retail drug store. A contributed
cash of $25,000, and B contributed a store building worth $25,000 which had cost him $15,000 in
1940 and with reference to which the allowable depreciation from the date of purchase to November
1 , 1946, was $3,500. The partnership adopted the cash basis of accounting and a fiscal year ending
June 30. Both A and B were on a cash basis and used a calendar year. The partnership agreement
provided that A should receive a salary of $360 a month, B a salary of $300 a month, and th at the
net profits after salaries should be shared equally.
For its first fiscal year ended June 3 0 , 1947, the partnership had net profit after salaries of $6,000,
of which $1,000 represented a long-term capital gain. The partnership distributed $2,000 each to A
and B, and retained the balance in the form of increased inventory. The partnership continued in
operation during the remainder of 1947 under the same agreement.
The following four statements pertain to federal income tax matters arising out of this partner
ship. You are to write down the letters a, b, c, and d in a column and then show opposite each letter the
sub-number (or amount) that represents the correct statement of the fact, i.e., if under a the correct answer
is $13,500 you would show (1) opposite a. Answer all four parts. No comments or computations need be
submitted with your answers.
a. Upon formation of the partnership B realized a long-term capital gain of (1) $13,500; (2)
$10,000; (3) $25,000; (4) $0; (5) correct answer not given.
b. The partnership was required to pay tax on (1) $6,000; (2) $5,000; (3) $10,280; (4) $11,280;
(5) $0; (6) correct answer not given.
c. The partnership ordinary net income for the fiscal year ended June 30, 1947, was (1) $10,280;
(2) $11,280; (3) $6,000; (4) $5,000; (5) correct answer not given.
d. In his personal income tax return for 1947, A was required to report as his distributive share
as ordinary income from the partnership (1) $5,380; (2) $6,320; (3) $4,880; (4) correct answer
not given.

24

Examination

in

Accounting Practice—Part II

November 18, 1948, 1 :30 to 6 p.m.
[Solve Problem 1 and either Problem 2 or 3]

No. 1 (30 points)
Prepare from the following information a columnar worksheet, reflecting therein:
A. The transactions and adjustments necessary to be recorded on the books of both the
branch and home office;
B. The assets and liabilities of the branch as a t September 30, 1948;
C. The related income data for the year then ended, which will be required for the state
■ franchise report.
The Phoenix Branch, an outlet of Ace M art Co., receives its merchandise from its out-of-state
home office a t an interoffice billing price determined a t 133 ⅓ % of cost a t home office shipping
point. Branch inventories are carried on the branch books, a t the interoffice billing price.
The Phoenix Branch is required to file a separate state franchise report and for this purpose in
ventories are to be based on cost at home office shipping point without regard to transportation costs.
The trial balance before closing of Phoenix Branch of Ace M art Co. as a t August 31 , 1948, appears
below:
Dr.
Cash............................................................ ......................................... $13,930
Imprest cash fund................................................................................
200
Notes receivable...................................................................................
8,000
Accrued interest income, October 1, 1947.........................................
190
Accounts receivable..............................................................................
18,000
Inventory, October 1, 1947, a t interoffice billing price...................
12,000
Sales.......................................................................................................
$
Sales returns...............................................................................................
2,500
Sales allowances..........................................................................................
3,815
Shipments from home office and other branch (at interoffice billing
price)..................................................................................................
61,840
Freight-in.....................................................................................................
3,064
Home office merchandise account......................................................
Home office current account...............................................................
Selling expenses.....................................................................................
2,910
Administrative and general expenses.......................................................
4,150
Interest income.....................................................................................
T otal...............................................................................................

$130,599

Cr.

56,200

61,840
11,309
1,250

$130,599

Related accounts in the books of the home office of Ace M art Co. show balances as a t September
30, 1948, before year-end closing as follows:
Dr.
Reserve for bad debts—Phoenix branch accounts receivable (to be
adjusted a t year-end closing to 2% of accounts receivable)..........
Reserve for interoffice profit on inventories—Phoenix branch 10/1/47
Branch furniture and fixtures, a t cost, acquired 1 0 /1 /4 3 ....................

Depreciation reserve—Phoenix branch furniture and fixtures (depre
ciation accumulated through 9/30/47)..............................................
Phoenix branch current account.............................................................
Phoenix branch merchandise account....................................................
Shipments to branch (at billing price)..................................................
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Cr.
$

850
3,000

$ 4,500

1,800
11,423
64,800
64,800
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Transactions of the branch for September, 1948, as yet unrecorded because of illness of the branch
bookkeeper, are summarized as follows:
1. Gross sales on credit, $12,000.
2. Sales returns, $600; sales allowances, $885.
3. Shipments from home office a t billing price, $2,960; freight paid by branch, $195.
4. Selling expenses, $390, and administrative and general expenses, $750, paid in cash.
5. Cash collected from customers, $6,570; notes received on account, $2,100.
6. Cash remitted to home office on September 30, 1948, $2,500.
Other branch data as a t September 30, 1948
7. Interest accrued on notes receivable, $204.
8. Accounts determined to be worthless and to be charged off, $595.
9. Actual petty cash on hand, $86. The petty cash paid out was for miscellaneous administrative
expenses. A check to replenish the imprest cash fund was in transit from the home office as
a t September 30, 1948.
10. Inventory of Phoenix Branch September 30, 1948, a t interoffice billing price $16,000.
Additional facts
11. During the year, the home office incurred clerical and other expenses of $1,270 applicable to
the Phoenix branch, also insurance on direct shipments to the branch of $185. These items,
recorded in the Administrative and General Expense Control account of the home office,
are charged currently to branch operations subsidiary accounts on the books of home
office.
12. The freight-in account on the branch books is found to include $300 of freight on merchandise
intended for shipment to Phoenix branch but erroneously shipped to Bartonville branch
and retained by the latter.

No. 2 (20 points) (Alternate to No. 3)
From the following post-closing trial balance, prepared by the accounting department of the
Alexander Company from its records a t September 30, 1948, and the supplementary information
outlined below, prepare:
a. a columnar worksheet, setting forth the necessary adjustments to the company’s accounts; and
b. a corrected balance-sheet as of September 30, 1948.
Accounts
Accounts payable and other current liabilities.........................................
Accounts receivable......................................................................................
Bonds payable—4%—1952 .........................................................................
Capital stock.................................................................................................
C a s h . . . . .......................................................................................................
Deferred income (discounts receivable)....................................................
Discounts receivable....................................................................................
Fixed assets..................................................................................................
Goodwill.........................................................................................................
Notes payable...............................................................................................
Reserve for depreciation..............................................................................
Reserve for losses (receivables)..................................................................
Surplus:
Balance—October 1, 1947...................................................................
Income for the year ended September 30, 1948 ...............................
Treasury stock..............................................................................................

Debit

Credit
$ 1,830,000

$ 3,800,000
2,000,000
4,000,000
1,983,333
375,000
3,216,667
4,000,000
80,000
1,000,000
1,000,000
625,000
1,915,000
435,000
100,000
$13,180,000 $13,180,000
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I t has been determined that the following transactions or circumstances have not been adequately
considered by the company’s accountants in the preparation of the above trial balance:
(1) Discounts receivable represent the uncollected balances of a considerable number of notes
receivable, acquired on a discount basis, in the aggregate original amount of $3,750,000. The dis
count rate was 10% and the deferred income of $375,000 is the full amount of the discount a t the
dates of acquisition which were as follows:
Date
Aggregate Amount
June 15, 1948...............................................................................................
$2,000,000
July 21, 1948................................................................................................
1,000,000
September 10, 1948 .....................................................................................
750,000
By their terms, the notes are collectible in equal monthly installments over a period of 15 months.
The management is of the opinion that the aggregate discount on the notes acquired should be re
garded as earned over the life of the notes and has requested th at the “sum of months’ digits”
method* of transferring discount to income be used. I t has been agreed th at this method is accept
able, but it has further been agreed that no discount will be transferred to income in the month of
acquisition.
(2) The company executed a lease agreement in July, 1948, for a five-year period beginning
September 1 , 1948, which stipulated an annual rental of $10,000. Under the provisions of the lease,
the annual rental is due on the first day of each lease year, but no rent had been paid or accrued at
September 30, 1948.
(3) Real estate taxes are payable in two equal installments on March 1 and September 1 of
each year. The fiscal year of the assessing body ends on December 31, but taxes are actually assessed
on January 15 and become a lien against the property on February 1 of the fiscal year to which
they are applicable.
The 1948 taxes (due March 1 and September 1 , 1948) were billed a t $60,000, and were paid when
due.
(4) A 2% dividend was declared on September 30, 1948, to holders of record on October 15,
1948. The dividend is payable on November 1, 1948.
(5) Under a contract with an advertising agency, payments of $110,000 were made during the
year in connection with a direct mail campaign. The payments represented a deposit ($25,000) and
services and expenses through August 31 ($85,000). A bill for services and expenses for the month
of September has been received in the amount of $60,000. All payments have been charged to
expense; no accruals are reflected in the records.
The contract was entered into and the program was commenced on June 1 , 1948. The campaign is
to continue until May 31, 1949, but benefits are expected to accrue over a three-year period. The
deposit is intended to serve as a working fund for the payment of day-to-day expenses by the adver
tising agency; it will be deducted from the agency’s final billing.
Total expenditures under this contract are estimated a t $400,000. The company engages in more
or less similar campaigns almost continuously.
(6) Cash for the payment of the semi-annual bond interest, due October 15, 1948, was deposited
in advance with the trustee in September. The transfer of cash was treated as a charge against
income.
(7) Notes payable are all due prior to September 30, 1949.
* For example, if notes were collectible in equal installments over a five-month period, the following pro
cedure would be used:

Month
1 s t........................................................................
2nd........................................................................
3 rd .........................................................................
4 th .........................................................................
5 th .........................................................................

Sum of Months’
Digits

1
2

3
4
5
15
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_______ Realized_______
5/15
4/15

3/15
2/15
1/15
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No. 3 (20 points) (Alternate to No. 2)
Based on the data below, prepare:
a. A worksheet to record the transactions relative to the Z County Hospital for the year ended
August 31, 1948.
b. A balance-sheet of Z County Hospital as of August 31, 1948, which reflects a general fund, an
endowment fund and plant fund.
The X Society, a fraternal order, which operated Z County Hospital for indigent members of the
community, donated it on September 1 , 1947, to the Village of H, in which it is located. The gift in
cluded all of the securities in the endowment fund (the hospital’s principal source of income), as
well as the real estate, equipment and other assets. Since the village had made no appropriation for
the operation and maintenance of a hospital, gifts from public spirited citizens supplemented the
endowment fund income to provide for operating costs during the first year of its operation by the
village, which coincided with the village fiscal year. No part of the principal of endowments may be
used for operations. Before the end of the year preparations were under way for a drive to raise funds
to enlarge and improve the plant. Since no money was collected in connection with this drive during
the year under consideration, all expenditures for plant improvements were paid out of the general
fund, but will be reimbursed from the proceeds of the drive.
The following transactions occurred during the first year:

CONTRIBUTIONS AND RECEIPTS
1. Hospital site—value........................................................................................................
2. Hospital buildings—value..............................................................................................
3. U. S. Treasury bonds contributed as endowment, principal am ount......................
4. Accrued interest on U. S. bonds a t August 31, 1947..................................................
5. Stocks and bonds contributed as endowments (no accrued dividends or interest)—
market value................................................................................................................
6. Equipment—value..........................................................................................................
7. Life insurance policies assigned to hospital as endowments—
Cash value $ 5,000
Face amount 150,000
(Hospital to pay future premiums)
8. Contribution from Z County for hospital operations.................................................
9. Contributions from numerous individuals for hospital operations...........................
10. Proceeds from sponsored charity bazaar.....................................................................
11. Interest received from U. S. Treasury bonds..............................................................
12. Dividends from stocks...................................................................................................
13. Interest from bonds, other than U. S. Treasury........................................................
14. Sale of stocks included in endowments a t $27,000.....................................................

$ 25,000
200,000
100,000
1,250
1,300,000
60,000

$

10,000
20,000
500
2,500
44,000
12,000
52,000

$

20,000
15,000
15,000
10,000
20,000
2,000
5,000
1,000
15
4,000

DISBURSEMENTS
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.

Building improvements....................................... ........................................................
Equipment.......................................................................................................................
Salaries.............................................................................................................................
Food and dietary supplies...................................................................
Medicinal supplies...........................................................................................................
Life insurance premium paid.........................................................................................
Property insurance..........................................................................................................
Light, heat and w ater.....................................................................................................
Expenses of charity bazaar,announcements, etc..........................................................
Other operating expenses...............................................................................................

( Continued on following page)
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OTHER INFORMATION
25. Cash value of life insurance held for benefit of hospital at August 31, 1948.......... $
6,500
26. Contributions subscribed but not collected.................................................................
5,000
27. Prepaid insurance a t end of year..................................................................................
500
Balance in bank per bank statement a t end of period..............................................
51,085
Outstanding checks amount to $3,300 and the last day’s deposit of $1,200 is not in
cluded on the bank statement.
28. Upon completion of the $20,000 improvements to the hospital building it was appraised at
$250,000.
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November 18, 1948, 9.00 a.m to 12:30 p.m.
[ This paper is intended to test the extent of your knowledge of accounting theory and your
ability to apply the knowledge you have acquired. Due weight will be given to the argu
ments presented to support your answers, even though the examiners may not agree with
your conclusions.]
[Answer any eight (8) of the following ten (10) questions.]

No. 1 (12½ points)
The Jackson Corporation bought a machine on June 1, 1943, for $5,000, F. O. B. the place of
manufacture. Freight to the point where it was set up was $200, and $125 was expended to install it.
The machine’s useful life was estimated a t 10 years, with a scrap value of $50. In June, 1945, an
essential part of the machine was replaced, a t a cost of $600, with one designed to reduce the cost
of operating the machine. On June 1, 1948, the company bought a new machine of greater capacity
for $9,000, delivered, being allowed a trade-in value on the old machine of $2,000. To prepare the old
machine for removal from the plant cost $75, and expenditures to install the new one were $225.
I t is estimated the new machine will have a useful life of 10 years, with a scrap value of $100 a t the
end of that time.
Assuming depreciation to be computed on the straight-line basis, prepare schedules showing the
amount of depreciation on this equipment that should be provided in the accounts during the year
beginning June 1, 1948:
a. Under usual accounting theory.
b. Under federal income tax regulations.

No. 2 (12½ points)
In 1925 the K Company purchased on the open market, for $75,000, 1,000 shares of the S Com
pany’s common stock, of which more than 100,000 shares were then outstanding. During the en
suing years dividends were paid regularly and fluctuations in the market value of the stock were
relatively insignificant, with a general upward tendency. At the close of the K Company’s fiscal
year ended October 31, 1948, the S Company stock was quoted a t 150, and the company’s latest
annual report for its fiscal year ended June 3 0 , 1948, shows a book value per share of approximately
$165. Although a manufacturing concern, the K Company has a substantial investment in the
securities of other companies which it neither controls nor in the direction of which it participates.
The president of the K Company proposes to increase the asset value of S Company stock on the
K Company’s books to $150 per share.
Discuss this proposal, indicating how the K Company’s financial statements would be affected
if it is carried out, and the reasons for and against its adoption.

No. 3 (12½ points)
An eleemosynary institution accepts gifts for specific projects, either to establish endowment
funds therefor or for direct use in carrying them out.
a. In accounting for such gifts, what accounting procedures would you follow in order that in the
institution’s annual report all pertinent facts would be clearly set forth?
b. If the governors of the institution in order to cover its general administration expenses, borrowed
from the moneys provided by such gifts for specified projects, how should the facts be reflected in
the accounts and in the institution’s annual report?

No. 4 (12½ points)
The Inter-Continental Corporation with its home office in the United States and branches in
foreign countries, prepares consolidated financial statements which reflect the assets and liabilities
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and the operating results in such locations. The accounts of the foreign branches are kept in the
respective currencies of the countries in which they are situated.
a. Explain the basis of converting the statements prepared in foreign currencies for purposes of
consolidation with that of the home office, with respect to each of the following items:
Accounts receivable—trade debtors
Sales
Factory building
Accrued payroll
Depreciation of building
Home office account
b. Explain the nature of any difference between the two sides of a foreign branch trial balance
after it has been converted to the currency of the Home Office.

No. 5 (12½ points)
Graves owned 100 shares of the capital stock of the Monaco Mining Company, for which he paid
$5 per share in 1937. Until 1941 he received no return on his investment, but beginning in 1941
he received each year from the company a check for $250 accompanied by a letter which stated
that a specified portion of the check represented earnings of the company and the balance was a
liquidating dividend. The allocation in each year was as follows:
Earned Dividend
1941...............................
1942...............................
1943...............................
1944...............................
1945...............................
1946...............................
1947...............................
1948...............................

............................
............................
............................
............................
............................
............................
............................

1.50
2.50
2.00
1.50
2.25
1.50
1.00

“
“
“
“
“
“
“

“
"
“
“
“
“

Liquidating Dividend
$1.75 per share
1.00 “
“
— — —
.50 “
“
1.00 “
“
.25 “
“
1.00 “
“
1.50 “
“

Prepare a schedule showing how Graves should have recorded on his books the amount of $250
received each year from the Monaco Mining Company and a t what value his investment in the
capital stock of this company should be shown on his balance-sheet a t the close of the year 1948.
Give reasons for your answers.

No. 6 (12½ points)
a. In the phrase “ lower of cost or market” as applied to inventories, state and illustrate
(1) the rule for determining “market” under normal conditions, and
(2) two exceptions to the rule.
b. State and illustrate under what conditions, if ever, it is considered proper to state inventories
regularly above cost.

No. 7 (12½ points)
The balance-sheet of the Williams Corporation at June 30, 1948, included the following items:
5% convertible general mortgage bonds..............................................................
Capital stock, 400,000 shares, par $10 per share...............................................

$2,000,000
4,000,000

Earned surplus.............................................................................................................

800,000

Under the terms of the bond indenture the bonds are convertible into stock a t any interest date at
the option of the bondholder on the basis of one $1,000 bond for 100 shares of stock.
On July 1, 1948, Green, a bondholder, converted 100 $1,000 bonds into stock.
Journalize this transaction on the books of the Williams Corporation and explain the theory
underlying your entry.
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No. 8 (12½ points)
The L-M-N Corporation was authorized under its certificate of incorporation to issue 10,000
shares of 7 per cent cumulative preferred stock, par value, $100 per share and 100,000 shares of
common stock, par value, $10 per share.
The entire issue of preferred stock was sold for cash a t $110 per share. One half of the common
stock was sold for cash a t a discount of 20 per cent, the remainder being unissued.
The company immediately after the sale of its stock purchased a plant, equipped for operation,
for $600,000.
In preparing the company’s balance-sheet at the end of its fiscal year the following suggestions
are offered as to the treatment of the discount on the common stock.
a. It should appear as an asset on the balance-sheet entitled “Discount on Capital Stock.”
b. I t should be included as part of the plant account without identification.
c. It should be identified as “Organization Expense” and shown as such on the balance-sheet.
d. I t should be identified as “Goodwill” and so shown on the balance-sheet.
e. I t should be shown in the Capital section of the balance-sheet as a deduction from Common
Stock Issued.
f. I t should be applied as an offset to Premium on Preferred Stock, and be thus reflected in the
Capital section of the balance-sheet.
State which, if any, of the above suggestions you approve for adoption, indicating both your rea
sons for your approval and your objections to each of those of which you disapprove. If none of the
above suggestions appeals to you state, with reasons, how, in your opinion, the discount on com
mon stock should be reflected in the L-M-N Corporation financial statements.

No. 9 (12½ points)
Among the assets of the Soya Company, a going concern, are the following:
Trade debtors..............................................................................................................
U. S. Treasury Tax N otes.........................................................................................
Marketable securities (market value $50,000) a t cost..........................................

$48,250
25,000
42,800

The current liabilities include:
Notes payable to Bank A .........................................................................................
Note payable to Bank B ...........................................................................................
Accrued federal taxes.................................................................................................
Loan by company’s president...................................................................................

$40,000
30,000
35,000
50,000

The entire amount owing by Trade Debtors is pledged against the notes payable to Bank A; the
U. S. Treasury Tax Notes will be applied in payment of federal taxes; the marketable securities are
held by the president of the company as security for his loan; and the president has pledged 600
shares (par value $100 per share; book value $110 per share; no listed market price) of Soya Com
pany capital stock issued to him, as security for the loan from Bank B.
The treasurer of the company has prepared a balance-sheet as of the close of its fiscal year in
which the liabilities stated have been offset against the assets pledged against them, in such a way
that the excess of a liability over the asset pledged as security for its payment appears as a liability
and the excess of a pledged asset over the liability protected by it appears as an asset.
Comment on this procedure.
N o . 10 (1 2 ½ p o in ts )

What is “negative goodwill” ? Explain the conditions under which it is found and its treatment on
the financial statements, indicating a t least two methods of presentation, and the circumstances
under which each would be appropriate.
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November 19, 1948, 1:30 to 5 p.m.
[The candidate must answer all questions]

No. 1 (15 points)
Outline a procedure for use of an independent auditor who is verifying cash on hand in a depart
ment store a t the close of its fiscal year under the following conditions:
a. Cashier receives all payments by charge customers and records them through a cash register.
b. Cashier has a petty cash fund for sundry operating disbursements.
c. Cashier keeps a record of all change funds. The change funds are of fixed amounts and each sales
person has her own fund.
d. Cash sales are recorded by the salespeople through cash register machines.
e. The store’s auditor has the keys to the cash registers. At the close of the business day, the auditor
pulls the cash register tapes.
f. The auditor, on the next day, prepares a report of cash register readings (indicating the cash
sales recorded by each salesperson) and sends the report to the accounting clerk.
g. A t the end of each day the salespeople bring their change bags to the cashier’s office. The change
bags include the day’s cash sales receipts as well as the fund amounts.
h. Before he leaves the office, the cashier prepares the day’s receipts for the deposit that is made on
the following day.
i. Independent auditor is present on last day of the fiscal year.

No. 2 (10 points)
A client operated a chain of twelve retail drug stores. A central office and warehouse also was
maintained where all accounting was performed. The perpetual inventory records, maintained at
the central office, are kept in terms of unit quantity, total quantity, unit cost price, total cost price,
unit sales price, total sales price, and warehouse or retail store location. The inventories, both ware
house and store, were taken by company employees under the supervision of the independent audi
tor, who had prepared the inventory-taking instructions.
The inventories were taken on serially-numbered, duplicate-perforated tags. The inventory crews
worked in teams of two; one member entered the description and count of the items on the top por
tion of the perforated inventory tag; the second member verified the description and count of the
items on the lower portion of the inventory tag, and then compared his recording with th at of the
first member.
The auditor and his assistants tested the inventories a t the central warehouse and a t the retail
stores, and after being satisfied with the accuracy of the inventory descriptions and physical count,
ordered the lower portion of the tags removed and returned to the central office. At the central
office, the description and count were transferred to classified inventory sheets. The items then were
priced a t the lower of cost or market, were reduced for damaged or obsolete merchandise, and ex
tended and footed. The classified inventory sheets then were transferred to inventory summary
sheets and were totaled by company employees.
Under the circumstances outlined, as auditor, what procedure would you follow to verify the
inventory?

No. 3 (15 points)
The president of the Ajax Hardware Company, the customers of which are retail stores and build
ing contractors, will not permit you in your annual audit, to confirm customers’ balances by corres
pondence. The company also does a substantial cash business with small contractors. The cashier is
in charge of the company’s bookkeeping and has one assistant who substitutes as cashier during the

cashier’s lunch hour. Charge customers are billed monthly and are allowed a discount of 2 per cent
if they pay their bills by the 10th of the month following purchase. A 5 per cent discount is allowed
on cash purchases.
Assume that you have reviewed the company’s system of internal control over sales, and have
determined that sales clerks prepare invoices or sales slips for all sales, and th at these invoices are
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properly entered in appropriate sales registers. Footings in sales registers and cash book have been
tested.
a. Outline the procedure you would follow in auditing the company’s accounts receivable to satisfy
yourself, in so far as possible, that the accounts receivable at the balance-sheet date are authentic
accounts and that there have been no irregularities in the transactions with customers.
b. Considering the conditions set forth, could you render an unqualified certificate? Discuss briefly.

No. 4 (15 points)
The Magazine Publishing Company (having approximately 30,000 subscribers) accepts subscrip
tions to its monthly publications to begin with any issue, and to extend for periods of one year, two
years, three years, and five years, respectively. The sales price of subscriptions for periods of one
year and more than one year are in the following ratios:
1 year.........................................................................................................................100
percent
2 years....................................................................................................................... 180
per cent
3 years.................................................. .................................................................240 per cent
5 years.......................................................................................................................300
percent
Assuming a manually operated system of records, prepare an audit program for use in verification
of unearned income from subscriptions as of the end of the company’s fiscal year.

No. 5 (15 points)
Based on the data below,
a. Prepare a columnar worksheet analyzing the account for the year showing transactions, ad
justments and final balance a t September 30, 1948.
b. Journalize such adjustments as are needed to correct the investment account of the F Com
pany a t September 30, 1948.
In an interim examination of the accounts of the F Company for the calendar year 1948 you find
the Investment Account as follows:
1948
Jan.
Jan.
Mar.
June
July
Aug.
Sept.

Ref.
1
31
31
30
31
31
30

Balance brought down...............................
Sold A stock................................................
Bought B common......................................
Dividend on C common.............................
Sold C common...........................................
Sold D bonds...............................................
Interest on E mortgage..............................

..........................
..........................
..........................
..........................
..........................
..........................

CB
VR
J
CB
CB
CB

Dr.
$108,936

Cr.
$10,682

12,125
10,000

8,750
22,500
350
Reference to the audit working papers of the preceding year shows that the balance a t January 1,
1948 consisted of the following:
A Company common:
1,000 shares bought in June, 1940, @ $10 per share................................... $ 10,000
2,000 “
“
“ August, 1942, @ $8 per share..................................
16,000
1,500 “
“
“ May, 1945, @ $11 per share....................................
16,500
B Company common:
2,000 shares bought in January, 1946, @ $16.50 per share........................
33,000
C Company common:
100 shares bought in August, 1941, @ $73 per share (par $100). ............
7,300
D Company 5% General Mortgage bonds:
20—$1,000 bonds bought July, 1944, @ 98.4 (interest dates F & A ). . . .
19,680
E Company Chattel Mortgage on machinery:
5%, $7,000 mortgage taken in September, 1947, in settlement of account
receivable.......................................................................................................
6,456
$108,936
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No. 6 (10 points)
Describe briefly ten steps an auditor should take to satisfy himself th at all of his client’s liabili
ties, either actual or contingent, as of the date of the balance-sheet under examination, are reflected
in his accounts or otherwise disclosed.

No. 7 (10 points)
The AB Manufacturing Company manufactures a variety of products, which range in size and
price from small and inexpensive articles to large and costly machines. Its operations are highly
departmentalized and its manufacturing expenses are allocated to departments for each of which
an overhead rate has been established.
Explain how you would satisfy yourself as to the correctness of the application of the manufac
turing overhead in determining the cost of the various products manufactured and sold.

No. 8 (10 points)
Name five typical expense accounts, an examination of which may be of significance in the verifi
cation of specific balance-sheet accounts and explain, in each case, the nature of errors in the expense
accounts, adjustment of which would affect the balance-sheet as of the close of the year in which
the entries were made.
Your examination discloses the following:
In January, 1948,1,000 shares of the A Company common stock bought in May, 1945, were sold
for $10,682, net of brokerage.
In March, 1948,500 shares of B Company common stock were bought @ $24 per share plus brok
erage, for $12,125.
In June, 1948, the C Company paid a 100% stock dividend—common on common.
In July, 1948, the F Company sold to its president for $125 a share 100 shares of C Company
common stock, for which the president gave his check for $8,750 and a letter in which he agreed to
pay the balance upon demand of the treasurer of the company.
On August 1 , 1948, the D Company redeemed its 5% general mortgage bonds a t 110 plus accrued
interest.
In September, 1948, the F Company received one year’s interest on the $7,000 chattel mortgage
of the E Company which it holds.
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Commercial Law

November 19, 1948, 9:00 a.m. to 12:30 p.m.
[Except for questions No. 9 through No. 12 in Group II, which are "objective” type questions,
reasons must be stated for each answer; no credit will be given for an answer unsupported by a
statement of reasons. Whenever practicable, give the answer first and then state reasons. An
swers will be graded according to the candidate’s evident knowledge of the legal principles in
volved in the question rather than on his conclusions. Answers to questions involving negotiable
instruments, partnerships and sales should be based on the provisions of the pertinent Uniform
Law.]

GROUP I.
[Answer all questions in this group]

No. 1 (10 points)
a. A makes an offer to B and says, “This offer will remain open for 10 days.” B rejects the offer
the next day, but accepts it within a week. Is this a contract? Why?
b. A offers to sell B 100 tons of steel a t a certain price. B replies, “I accept your offer. I hope that,
if you can arrange to deliver the steel in weekly installments of 25 tons, you will do so.”
(1) Is this a contract?
(2) Why?
(3) Explain.
(4) What is A’s position as to the installment deliveries?

No. 2 (10 points). Answer the following questions in accordance with the Uniform Partnership Act.
a. A and B were partners. The partnership agreement provided it should continue for ten years.
At the end of one year B seriously neglected the business of the partnership. What, if any,
remedy has A?
b. A, in the trucking business, is the owner of two motor trucks marked No. 1 and No. 2, respec
tively. A made an agreement with B, who is the driver of truck No. 2, that he (B) should receive
as his compensation one-half the net profits of truck No. 2, after payment of costs for repairs,
gasoline, etc. The other truck (No. 1) ran over and injured C through the carelessness of its
driver. C sues A and B as partners.
(1) Can C recover?
(2) Why?
c. A and B are partners. The partnership and both partners individually became bankrupt. The
partnership assets will pay only 20% of the partnership debts. How should the court allocate
the assets of the partnership and those of the individual estates for the respective creditors?
Explain.
d. The partnership agreement being silent on the subject,
(1) Where should partnership books of account be kept?
(2) Has a partner a right to copy any of them? When?

No. 3 (10 points). Answer the following questions in accordance with the Uniform Sales Act.
a. Crosby, a miller in Minneapolis, sold a carload of flour to Smith and delivered the flour to the
N.P.R.R. to be transported to Smith in Albany, payment to be made in thirty days. When the
flour arrived a t Albany, Smith, the buyer, rejected it because of bad quality. Crosby, the seller,
refused to take back the flour. A few days after Crosby’s refusal, the flour being still in the
freight car, Smith made an assignment for the benefit of creditors. Crosby then sought to get
back the flour and demanded it from the railroad company. Smith’s assignee also demanded the
flour.
(1) Who was entitled to it?
(2) Why?
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b. M sold goods to X which he warranted to be of a certain grade. X refused to accept the goods

because they failed to answer the warranty. The goods remained in possession of M.
(1) Can X maintain a suit against M for breach of warranty?
(2) Explain.
c. A, by telephone, ordered from B machinery to be specially constructed for A’s use and which
only he could use. The agreed price was $3,000. The machinery was constructed as agreed, but
A refused to accept it and when sued pleaded the statute of frauds.
(1) Was A’s defense good?
(2) Why?

No. 4 (10 points)
The president of a corporation engaged a public accountant to examine the books of the company
and make a report thereon to the company.
a. Who is liable for the accountant’s services, the company or the president? Explain.
b. W hat is the status of the public accountant’s engagement and what rules of the law govern
such relation?
c. W hat are the rights of public accountants to retain copies of letters written by them or the
originals of letters written to them in connection with their work, copies of tax returns prepared
by them, copies of their reports relating to their audits and examinations and their work papers?

No. 5 (10 points)
On January 1, 1941, X Corporation completed a plant and equipped it for the manufacture of
iron castings. The land on which the building was erected cost $50,000, the building cost $200,000
and the machinery and equipment installed cost $100,000. For the purposes of computing straightline depreciation, X Corporation determined that the building had an economically useful life of
40 years and the machinery and equipment a life of 10 years. The net income from operation of X
Corporation for the calendar year 1947 was $60,000. On December 3 1 , 1947, the entire assets were
sold. X Corporation received $187,000, of which $60,000 was paid for the land, $100,000 was paid
for the building, $15,000 was paid for machinery and equipment, and $12,000 was for the final
inventory, the cost of which was $10,000. In regard to federal taxes:
a. W hat was the effect of the sale on the net income of X Corporation for 1947? Why?
b. Did the sale affect the taxable income of X Corporation for any other years? Why?

GROUP II
[Answer any five questions in this group. No credit will be given for additional answers and,
if more are submitted, only the first fiv e in the order written by the candidate will be considered.]

No. 6 (10 points)
a. Smith delivers goods to a warehouseman and receives a negotiable receipt for them. Jones re
covers a judgment against Smith and seeks to levy on Smith’s goods in possession of the ware
houseman.
(1) Can he do so
(2) Explain.
b. In the absence of agreement a warehouseman insures the goods of his customers stored in his
warehouse. He charges them for the insurance premiums which they refuse to pay.
(1) Is it his duty to insure?
(2) Can he collect the insurance premiums from them?
c. Allen bought tung oil delivered to him in 50-gallon drums. The sales contract stipulated that,
after the use of the oil, the drums were to be returned to the seller and, if not returned, $5 was
to be paid for every drum not so returned. As to the drums,
(1) Was this a sale or a bailment?
(2) W hat was the $5 stipulation?
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No. 7 (10 points)
a. Adrian is surety for Burt for $10,000. Burt defaults and the surety, Adrian, is sued by the cred
itor. He settles for $8,000 and then sues Burt for the full amount of $10,000. Can Adrian recover
$10,000? Explain.
b. Does discharge of the principal in bankruptcy release the surety? Explain.
c. Where the surety and the debtor both give collateral to the creditor for the debtor’s debt and
the debtor defaults, may the creditor then resort to the collateral of either a t his option? Explain.

No. 8 (10 points)
a. (1) W hat is the test to determine insurable interest in property insurance?
(2) When must a person have an insurable interest to recover under:
(a) Fire insurance contract?
(b) Marine insurance contract?
b. A corporation insures the life of its president for $50,000. Thereafter, the president retires, sells
his stock interest and has no further connection with the company. The company continues to
pay the annual premiums.
(1) On the death of the insured, is the corporation entitled to the $50,000 insurance?
(2) Why?
c. A has a judgment of record against B which became a lien against the only parcel of real estate
owned by B. B dies leaving an insolvent personal estate. A obtains a fire insurance policy for his
own benefit on the building of B, which is thereafter destroyed by fire. A puts in a claim for
insurance which the insurance company refuses to pay. A sues.
(1) Can he recover?
(2) Why?

No. 9 (10 pointe)
Tympany, Inc. is engaged in retail jewelry business. I t keeps its books on an accrual basis and
uses a calendar year. During 1946, Tympany sold $50,000 of watches and rings, payment for $35,000
of which was received in 1946 and the balance of which was received during the first three months
of 1947. In April, 1947, John Jones, one of the 1946 customers, returned a ring which he had pur
chased as a diamond ring, but which his ex-fiancee insisted was a zircon. Tympany refunded John
Jones the amount of the price, $2,000, although denying that any misrepresentation had been made.
Thereafter, Jones sued the company for $100,000 damages, alleging th at Tympany had misrepre
sented the stone he purchased and that he had suffered grave emotional harm as a result. Tympany
settled the suit in April, 1948, by paying Jones $100.
Write down the letters a, b, and c in a column and opposite each letter put the sub-number that
represents the correct statement of the fact; i.e., i f under a the correct answer is $50,000 you
would show (2) opposite a. No comments are required. The statements relate to federal income
taxes.
a. In its federal income tax return for 1946, which was filed March 15, 1947, Tympany should
have reported gross income of (1) $50,000; (2) $35,000.
b. As a result of Jones’ suit for $100,000, Tympany (1) should have filed an amended return for
1946, including as a cost of business the $100,000 claimed by John Jones; (2) should have de
ducted $100,000 as a cost of business in 1947; (3) should have taken no account of the claimed
amount in its return for either year.
c. The $100 paid to Jones in settlement of the litigation is an expense for (1) 1946; (2) 1947; (3)
1948.

No. 10 (10 points )
Allen Numbers is a certified public accountant. He has always reported his income on a cash basis
and has'used a fiscal year ending July 31. Mrs. Numbers has a small income from a trust estab
lished by her father and she has always reported on a cash basis and used a calendar year. Among
Mr. Numbers’ clients is the X Corporation which hired him January 1 , 1945, to review all the books
of account and trace the necessary stock transactions to make a complete report of the corpora-
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tion’s equity invested capital as defined in sub-chapter E of Chapter 2 of the Internal Revenue
Code. Mr. Numbers received a retainer of $50 per month from January 1, 1945, to April 30, 1948,
when the report was completed, and on the latter date received a final payment of $8,000.
Write down the letters a and b in a column and opposite each letter put the sub-number that
represents the correct statement of fact; i.e., if under a he must report the $8,000 all as income
for the fiscal year in which received, you would show (2) opposite a. No comments are required.
The statements all relate to federal income taxes.
a. In his return for the fiscal year ending July 3 1 , 1948, Allen Numbers (1) must report the $8,000
all as income for the fiscal year in which received; (2) may elect to pay income tax on the $8,000
received April 30, 1948, as if that amount had been received $200 per month from January 1,
1945, to April 30, 1948; (3) may omit the $8,000 entirely as not constituting income for the year
in which received.
b. For the fiscal year ending July 31, 1948, Numbers (1) must file a separate return; (2) may elect
to file a joint return with Mrs. Numbers and thus “split” his income in accordance with the
Revenue Act of 1948.

No. 11 (10 points)
In June, A and B orally agreed that A should employ B beginning next August 1st for ten months
on a special research job which B agreed to do. On July 1, A told B he had engaged someone else
and would not need him.
On your paper list the numbers (2) through (12) and opposite each number write “True" if the
statement is true and "False" if the statement is not true. Answer all parts. No penalty will be
imposed for guessing.
(1) The contract is unenforceable for lack of a writing.
(2) B may sue A a t once.
(3) If B sues A a t once, he may then safely accept other employment without losing his right
against A for breach of contract.
(4) Unless B does sue A a t once, he must continue his preparations and be free and ready to per
form his side until A’s breach becomes actual by the arrival of August 1.
(5) Unless on August 1, B was ready to start work for A, he cannot sue A after August 1.
(6) If before B sues A or takes other employment A notified B on July 15 that he will employ
him after all, A is bound.
(7) If B sues A a t once but dies before August 1, a defense will arise in favor of A.
(8) If B dies September 1, not yet having sued A, B’s administrator may nevertheless sue A.
(9) If B was under 21, there was no contract.
(10) B could get a decree specifically ordering A to perform.
(11) B could assign his prospective salary to C.
(12) C, by accepting an assignment of the salary from B, would be promising impliedly that he
would do the work.

No. 12 (10 points)
Wishing to acquire a site for its factory without provoking a rise in the price of land, the P Com
pany employed A, a real estate broker, to secure lots without disclosing that he was acting for P.
A got a contract in his own name to by X ’s lot, giving X a negotiable note for $500, signed by A,
as first payment. Considering that SA would succeed better with Y for Y’s lot, A employed SA
for that purpose and SA signed a contract to buy Y ’s lot. In fact Y’s lot was not contiguous with
the other lots P was acquiring, and therefore not within the actual authority given by P to A.
Unaware of this, P wrote both A and SA approving of the purchases.
You are to list the numbers (2) through (5) and opposite each number write “ Yes" or "No" to
each of the questions based on the foregoing situation. No comments are necessary. No penalty
will be imposed for guessing.
(1) Is the P Company liable to X on the note?
(2) Is the P Company liable on the contract to buy X ’s lot?
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(3) Is the P Company liable to Y on the contract to buy Y’s lot?
(4) Would SA have to take the Y lot himself?
(5) Would the concealment of P ’s identity and purposes, which had a bearing on the value of the
land, have been alone enough to prevent P front enforcing either the X or the Y contract?
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in

Accounting P ractice—Part I

May 18, 1949; 1:30 to 6 p.m.
[Solve all problems]

No. 1 (10 points)
The following condensed balance-sheets of Company A, Company B and Company C were
prepared as of December 31, 1948:
Item
Current assets......................................................
Investments:
80% of B stock, a t cost..............................
75% of C stock, a t cost..............................
Fixed assets—n e t................................................

Company A
$1,234,567

Company B
$ 731,282

Company C
$ 340,274

1,400,000
—
3,030,933

—
540,200
1,322,607

—
—
514,987

T otal.........................................................

$5,665,500

$2,594,089

$ 855,261

Current liabilities................................................
Bonds payable.....................................................
Surplus reserve for redemption of bonds.........
Common stock, $100 par value.........................
Capital surplus....................................................
Earned surplus....................................................

$ 400,500
—
—
3,000,000
710,300
1,554,700

$ 275,389
750,000
250,000
1,000,000
—
318,700

$ 93,261
—
—
600,000
45,600
116,400

T otal.........................................................

$5,665,500

$2,594,089

$ 855,261

The stock of Company C was acquired by Company B on January 31, 1947. Since that date
Company C has had total earnings of $28,400 and paid cash dividends of $40,000. Company B has
credited all dividends received to its income account.
Company A acquired the stock of Company B on December 31, 1948.
You are to prepare the journal entries necessary for the preparation of a consolidated balancesheet of Company A and subsidiaries as of the close of business December 31, 1948. Show all sup
porting computations in good form.

No. 2 (15 points)
The Robert Sherburn Company issued $3,000,000 of 4% first-mortgage bonds on September 30,
1940, at 96 and accrued interest. The bonds were dated June 30, 1940; interest payable
semi-annually; redeemable after June 30, 1945 and to June 30, 1947 a t 104, and thereafter until
maturity a t 102; and convertible into $100 par value common stock as follows:
Until June 30, 1945, a t the rate of 6 shares for each $1,000 of bonds.
From July 1, 1945 to June 3 0 , 1948, a t the rate of 5 shares for each $1,000 of bonds.
After June 30, 1948, a t the rate of 4 shares for each $1,000 of bonds.
( Continued on follow ing page)
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Expenses of issue were $6,360 which is to be combined with the premium or discount, and the total
is to be amortized over the life of the bonds from date of issue. The bonds mature in ten years from
their date. The company adjusts its books monthly and closes as of December 31 each year.
The following transactions occur in connection with the bonds:
(a) July 1, 1946—$500,000 of bonds were converted into stock.
(b) December 30, 1947—$500,000 face amount of bonds were reacquired by purchase on the
market at 99¼ and accrued interest. These were immediately retired.
(c) June 30, 1948—The remaining bonds were called for redemption. For purpose of obtaining
funds for redemption and business expansion, a $4,000,000 issue of 2¾ % bonds were sold
a t 98¾ . These bonds were dated June 30, 1948 and were due in 20 years.
You are to prepare in journal form, the entries necessary for the company in connection with
the above transactions, including monthly adjustments where appropriate, as of each of the follow
ing dates:
(1)
(2)
(3)
(4)
(5)

September 30, 1940.
December 31, 1940.
July 1, 1946.
December 30, 1947.
June 30, 1948.

No. 3 (15 points)
The Modern Restaurant, an individual proprietorship, keeps no accounting records except a
check book. You are engaged to prepare financial statements for the month of January, 1949, re
flecting the operating results and financial position as completely as possible. However, for the
purpose of this problem, a complete worksheet may be submitted in lieu of financial statements if
appropriate columns are provided for income and expense, capital account and balance-sheet.
Your analysis of the check book reveals the following:
Balance—January 1, 1949....................................................................................................
Receipts:
M eals......................................................................................................
Catering services...................................................................................
Candy, tobacco, etc..............................................................................
Miscellaneous........................................................................................

$4,112.30
190.00
123.45
8 . 25

$1,016.52

4,434.00
$5,450.52

Disbursements:
Employees salaries (less income tax withheld amounting to $81, and
federal old age benefit ta x )..............................................................
Food, tobacco, candy, etc....................................................................
R en t.......................................................................................................

$ 909.00
2,847.50
125.00

Gas, electricity and w a te r.......................................................................

106.00

Laundry.................................................................................................
Tables and chairs..................................................................................
Printing..................................................................................................
Owner’s salary......................................................................................
Annual license.......................................................................................
Social security taxes (O.A.B. and unemployment)..........................
Income tax withheld............................................................................

45.50
350.00
23.25
250.00
100.00
117.00
232.50

Balance—January 31, 1949.........................................................................
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5,105.75
$ 344.77

( Continued on fo llowing page)
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Your reconciliation of the bank account as of January 31, 1949 shows:
Balance per bank...............................................................................................................
Deduct—outstanding checks...................................................................... $ 271.00
Error occurring prior to Jan. 1949.....................................................
18.00

$ 625.77
289.00
$ 336.77

Add—bank service charges:
For December, 1948..........
For January, 1949..............

............
............

$

4.08
3.92

Balance per books.................................

8.00
$ 344.77

The balance-sheet which your client had as of December 31, 1948 was as follows:
Assets
Cash........................................................
Furniture & fixtures..............................
Less—reserve for depreciation.............

$1,016.52
............
............

$2,025.00
202.50

1,822.50
$2,839.02

Liabilities
Accounts payable—food purchases.................................................................................
Accrued 1948 personal property taxes—estimated........................................................
Accrued 1948 O.A.B. and unemployment taxes............................................................
Income taxes withheld......................................................................................................
Accrued 1948 annual license.............................................................................................
Proprietor’s capital............................................................................................................

$ 510.25
24.00
117.00
232.50
100.00
1,855.27
$2,839.02

Your investigation reveals that accounts payable should have been $81.50 larger than stated
on December 3 1 , 1948, and that as of January 31, 1949, they amount to $703.50. You also discover
that as of January 3 1 , 1949, there is a receivable for catering service amounting to $75. There is an
inventory of tobacco and candy a t January 31, 1949 of $130. The proprietor has no record of the in
ventory as of December 31, 1948, but is of the opinion that it was about $75. He expects to take
monthly inventory hereafter.
You find that the business was opened on January 1, 1948, and that all of the December 31,
1948 balance of furniture and fixtures was purchased a t that time.

No. 4 (10 points)
The following questions all deal with federal income-tax regulations. You are to write down the
sub-numbers in a column and, opposite each number you are to give the answer. You need not state
the question, nor need you furnish any supporting computations.
a. Jones owns and operates a small business as an individual proprietor. During the taxable year
he had the following transactions as to each of which you are to state (a) the amount of recog
nized gain or loss, and (b) the tax basis of the new asset:
(1) He exchanged a machine having an adjusted basis of $2,000 for a similar machine worth
$1,500 and received $300 in cash.
(2) He exchanged a pleasure car for which he had paid $1,050 and gave $1,200 cash for a new
pleasure car listed a t $1,800. The old car had a cash sale value of $900 a t the time of the
exchange.
(3) He exchanged machinery having an adjusted basis of $2,500 and a fair market value of
$3,500 for a similar machine having a fair market value of $3,500.
( Continued on follow ing page)
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(4) He had a machine destroyed by fire. He collected $7,000 insurance and immediately pur
chased a similar machine for $8,000. The machine destroyed had an adjusted basis of
$6,500.
(5) He sold for $3,000 a machine which had an adjusted basis of $5,000 and immediately pur
chased a similar machine, using the proceeds of the sale and $5,000 additional cash.
b. You are to answer the parts of this question by the word “yes” or the word “no.” Grade will be based
on the number of correct answers. Are the following items generally deductible:
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)

Fee paid to an employment agency to obtain a position?
A contribution made to a needy family in your neighborhood?
Taxes paid on personal property not used in your business?
Taxes on income levied by a state?
Interest paid on a mortgage on your residence?
Fee paid to take the CPA examination?
Expenses incurred by a candidate for election to public office?
Organization expenses of a corporation?
Dues paid to a labor union for carrying on the union’s labor activities?
Old age benefit tax withheld from your pay by your employer?
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Accounting Practice—Part II

May 19, 1949; 1:30 to 6 p.m.
[Solve Problems 1 and 2 and either Problem 3 or 4]

No. 1 (18 points)
The Rheta Rose Manufacturing Company produces an item which it sells direct to consumers
under its own brand. The item sells a t $12.50 per unit, which is a long-established price. Due to a
general decline in business activity, sales are currently being made a t the rate of 5,000 units per
month which is only 40% of the normal productive capacity of the plant of the company.
An analysis of the costs of the company for a recent month, during which only 4,000 units were
produced and 5,000 units sold, shows the following:
Manufacturing Costs
Direct labor...........................................................................................................
Superintendent’s salary.......................................................................................
Assistant superintendent’s salary.......................................................................
Power purchased..................................................................................................
Direct materials....................................................................................................
Purchased p arts....................................................................................................
Depreciation of building......................................................................................
Maintenance of building
..............................................................................
Heat and light. . . . .
...................................................................................
Indirect labor........................................................................................................
Miscellaneous supplies.........................................................................................
Depreciation of machinery..................................................................................
Repairs to machinery................................... .....................................................
Property taxes............................................ ....................................................
Insurance (fire)......................................
......................................................
Social security taxes............. ............................
Miscellaneous .....................................
......................................................

$ 9,900.00
1,000.00
750.00
560.00
4,000.00
2,400.00
1,420.00
206.00
348.00
2,240.00
800.00
3,640.00
480.00
600.00
80.00
456.00
1,120.00
$30,000.00

Selling Costs
Manager’s salary................................................................................................ ..
Salesmen’s commissions.......................................................................................
Travel...........................
Advertising.............................................................................................................
Clerical salaries.....................................................................................................
Packing and shipping..........................................................................................
Miscellaneous.........................................................................................................

$

833.33
18,750.00
247.05
500.00
300.00
2,108.43
1,203.79

$23,942.60

Administrative and General Costs
Officer’s salaries......................................................................................................

$1,525.00

Office salaries................................................................................................................

975.50

Telephone and telegraph.......................................................................................
Supplies..........................
Bad debts................................................................................................................
Miscellaneous..........................................................................................................

217.73
486.21
625.00
392.86
$4,222.30
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An offer has been received from a chain store by the treasurer of the company to purchase 5,000
units a month of the products with only immaterial modifications, to be shipped and billed to the
individual stores. The items would be sold under the store’s label and would be packed and shipped
as directed by the chain a t their expense. They offer $7 per unit unpacked on the basis of a one-year
contract. The management of the Rheta Rose Company does not expect that there will be an im
provement in the business within the next year, and there is no fear that the sale of the items to
the chain would reduce the present volume of sales to consumers. The company does not believe it
can afford to accept the offer as it is losing on its present price of $12.50; therefore, it appears that
losses would be substantially increased by entering into the sales contract with the chain.
The treasurer calls you in to prepare an analysis which will show the result of accepting the order
in comparison with the result if the order is not accepted. In preparing your analysis you are to
assume that all items of cost are either completely fixed or completely variable, depending upon
the usual dominant characteristic of each item and the data given herein.

No. 2 (7 points)
The operations of a department of a retail store which uses the “retail method” of inventory
determination are given in the figures presented below. You are to set up in good form a computa
tion showing the ending inventory a t sales price and a t cost as determined by the “retail method.”
Opening inventory—cost...........................................................................................
Opening inventory—sales price. . ............................................................................
Purchases—cost.............................................................................. ..........................
Purchases—sales price...............................................................................................
Purchase allowances..................................................................................................
Freight-in....................................................................................................................
Departmental transfers (debit)—cost.....................................................................
Departmental transfers (debit)—sales price...........................................................
Additional markups...................................................................................................
Markup cancellations................................................................................................
Inventory shortage—sales price...............................................................................
Sales (including sales of $4,460 of items which were marked down from $5,920)

$14,250
19,105
33,771
46,312
1,093
845
100
140
1,207
274
704
37,246

No. 3 (25 points) (Alternate to No. 4)
You have been called in by a member of the board of directors of the Fayetteville Company for
advice in connection with a proposed plan of reorganization. He provides you with the information
that follows, and asks that (a) you prepare a statement in good form as it might be expected to
appear in a balance-sheet prepared for publication, showing the capital and surplus of the company
as of December 31, 1947; (b) you prepare a statement showing the condition as it would exist on
January 1, 1948 if the reorganization plan were made effective as of that date; and (c) you prepare
a statement showing the amount of earnings per share of common stock in 1947 if the proposed
plan could have been in effect as of January 1, 1947.
The Fayetteville Company is a manufacturer of machine tools. Its business has shown wide
fluctuations and there have been corresponding variations in profits. For a number of years prior
to 1946 there had not been any significant average earnings; however, for the year 1946 there was a
net profit of $942,100. As of December 31, 1946 the following statement was prepared:
$3 Cumulative preferred stock, $50 par value—outstanding 96,200 shares
(dividends in arrears since September 30, 1930)..........................................
$4,810,000
Common stock, no-par—outstanding 120,000 shares a t assigned value o f..
3,365,473
Earned deficit 1/1/46.................................................................
($1,174,280)
Profit for 1946 .............................................................................
942,100
(232,180)
T otal......................................................................... ...................................
Parenthesis ( ) denotes red figure
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$7,943,293

Accounting Practice— P art I I
A plan of capital adjustment had been worked out during 1946, which was ratified by the stock
holders and made effective as of January 1, 1947. This plan provided th at the $3 preferred was to
be reduced from $50 par value to $40 par value; that it continue to be preferred for $3 per share
dividends on a cumulative basis and that it be preferred in liquidation a t $50 per share and redeem
able a t the option of the company a t $55 per share. In settlement of dividends in arrears, the com
pany paid $360,750 cash and issued 216,450 shares of "B ” stock having a par value of $10 per
share. The "B ” shares are non-voting and are not entitled to dividends. They are redeemable a t $20
per share and entitled to $20 per share after preferred but prior to common in liquidation. The
agreement under which they are issued provides that a cash redemption fund shall be set up equal
to 50% of the yearly net profits in excess of dividend requirements on preferred stock. The fund
is to be used to purchase and retire “B” stock. “Tenders” are to be obtained from stockholders,
the lowest being accepted. If no tenders are received within three months after January 1 of each
year, the shares to be retired are to be determined by lot. The provisions of issue also state that
as long as any “B” stock is outstanding, no dividends may be paid on common stock. The assigned
value of common was also reduced to $600,000.
The surplus created by this restatement of stock was treated in accordance with accepted ac
counting practice. All stockholders accepted the exchange offer.
The operations for the year 1947 resulted in a net profit, after taxes, of $1,631,316. Dividends
for the full year were paid on the preferred stock.
I t now appears that operations are going to be profitable for an indefinite period and the board
of directors desires to work out a plan whereby common stock can be put on a dividend basis. Pre
ferred is currently selling for $52 per share and "B ” stock for $9.50 per share.
Based on these values, a plan is under consideration by the board of directors, which it is hoped
will enable them to place common on a dividend basis if good earnings continue. This plan calls
for authorizing a 5% debenture issue which will be offered to the preferred stockholders in ex
change for their stock a t the rate of $100 of debentures and two shares of common for each two
shares of preferred. I t is anticipated that the common will be put on a $1 annual dividend basis after
the capital adjustments proposed. Holders of "B” stock are to be offered one share of new 6%
preferred which is to be issued having $100 par value, and five shares of common for each 10 shares
of “B” stock, all before use of the retirement fund.

No. 4 (25 points) (Alternate to No. 3)
The City of Patwray voted a bond issue for the purpose of constructing a modern sewer system
in a section of the city. The cost is to be borne 10% by general revenues of the city and 90% by
assessment against the property in the area of the improvement.
You are to prepare a balance-sheet of the fund as of the close of the fiscal year of the city, De
cember 31, 1948.
The following transactions are to be considered:
February 1, 1948—The city engineer submits to city council an estimate of the cost of the proj
ect, showing a total of $455,000. The council approves the estimate and project, subject to voter
approval of the necessary bond issue.
April 1, 1948—A ten-year 4% bond issue of $460,000 was approved by the voters of the city,
the proceeds to be used for the project.
April 10, 1948—A contract for $15,000 covering preliminary planning was entered into by the
trustees who are carrying out the project.
April 15, 1948—The assessment roll is certified on the basis of $415,000, due in ten equal annual
installments starting with May 1, 1949. Interest a t 4% per annum from May 1, 1948 is to be paid
on each installment due date, based on the total assessment outstanding.
April 30, 1948—The preliminary plans are completed and an invoice of $13,700 is received from
the contractor in full payment. The trustees borrow $25,000 from the general fund of the city to pay
this and other costs. The invoice was paid on May 5, 1948.
May 20, 1948—A contract for construction was entered into a t a price of $420,000, subject to
some possible future adjustments.
(Continued on following page)
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June 1, 1948—$200,000 of the authorized bonds were sold a t 101. The entire issue is to be dated
June 1, 1948, with interest payable December 1 and June 1 each year. The bonds mature a t the
rate of $46,000 per year, starting June 1, 1949.
July 31, 1948—A partial payment of $26,100 was made to the contractor, which amount was
90% of the amount due based on percentage of completion. The loan from the general fund was
repaid.
November 1, 1948—The remaining bonds were sold a t 98 and accrued interest
August 1, 1948 to December 31, 1948—Payments to the contractor amounted to $284,400;
10% of the amount due having been withheld pending completion. $4,210 of costs in connection
with administering the construction project were paid during the period. The bond interest was
paid a t due date. The city paid $2,300 on its part of the cost of the project.
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May 19, 1949; 9:00 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowledge of accounting theory and your
ability to apply the knowledge you have acquired. Due weight will be given to the argu
ments presented to support your answers, even though the examiners may not agree with
your conclusions.]
[Answer any eight (8) of the following ten (10) questions.]

No. 1 (12½ points)
Present accounting theory is based on the assumption that the “value of money” is relatively
stable. If there is a significant change in the price level, or in the purchasing power of the dollar,
problems arise in interpreting income data as determined under conventional accounting pro
cedures.
State arid explain briefly the nature of such problems as related to Inventories and Fixed Assets.
You need not attem pt to offer solutions to these problems.

No. 2 (12½ points)
a. State the amount a t which you would value product Z a t the two year-end dates in the following
example and give reasons supporting your answer. The company uses cost or market, whichever
is lower. There were no sales or purchases during the period but the item is considered salable
and has not deteriorated.
Date
12-31—47...................................................................
12-31-48...................................................................

Original
Invoice Price

Replacement
Market Price

$12,250
$12,250

$ 9,300
$10,500

b. Considering both balance-sheet valuation and income determination, you are to state and
explain the effect upon the financial statements of the use of the last-in-first-out method of
determining inventory cost compared with the effect of the first-in-first-out method. You are to
assume, first, that prices have risen during the year and, second, that prices have fallen dur
ing the year.

No. 3 (12% points)
Should special assessments on land, (a) used in business, (b) held for future business use, (c) held
for development and resale, or (d) held for speculation, be capitalized or charged to expense? State
reasons for your reply.

No. 4 (12% points)
Charges may be made to a fixed asset account for the cost of machinery th at is purchased new,
for certain replacements, and for certain improvements, betterments, and additions to machinery
and equipment. However, not all such expenditures are ordinarily capitalized, for example, if they
are not material in amount. You are to state and explain three other considerations in determining
in any given instance whether an expenditure in connection with machinery and equipment should
be charged to a fixed asset account or to an expense account. Do not include any income-tax
considerations.

No. 5 (12% points)
Under some conditions, federal income-tax regulations require that dividends paid in a company’s
own stock shall be reported as income to the recipient, whereas under other conditions it need not
be so reported.
a. Briefly explain this tax regulation.
b. State the accounting theory applicable to such dividends and give the reason supporting this
theory.
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No. 6 (12½ points)
A manufacturing concern which uses an historical cost system and applies manufacturing expense
on the basis of “predetermined” or “fixed” rates, has the following accounts on its books at the end
of its fiscal year:
Manufacturing expense (debit)..............................................................................
$217,384
Manufacturing expense applied (credit)...............................................................
182,952
Work in process (debit)...........................................................................................
70,740
Finished goods (debit).............................................................................................
115,366
Cost of goods sold (debit).......................................................................................
420,294
You are to give two acceptable methods of disposing of the $217,384 Manufacturing Expense and
the $182,952 Manufacturing Expense Applied balances, and give the arguments for and against
each method, setting forth any necessary assumptions you make. You need not work out any
computations.

No. 7 (12½ points)
Explain a satisfactory method of accounting for containers and container deposits under the
following conditions:
A manufacturing company packs and ships its product in containers which cost it $10.50 each.
It bills its customers $12.50 for each container, which amount is refundable upon its return in good
condition. It is the experience of the company that 15% of the containers are never returned for
refund and that they are useful for an average of 10 shipments, after which they are scrapped with
no significant recovery. The company normally owns about 2,000 containers, most of which are in
the hands of customers or in transit. Shipments are about 8,000 per year. Containers are to be
considered as fixed assets and depreciated.

No. 8 (12½ points)
Give at least two reasons which justify the omission of depreciation in preparing financial state
ments for governmental units such as cities, counties, etc.

No. 9 (12½ points)
The Hilltop Farm Equipment Company sells its products to customers, payable 25% a t date of
purchase and 25% each year thereafter until paid in full. No interest is charged on the installments
if paid when due. State three methods that might reasonably be used by the company in reporting
income from its sales and state the arguments for and against each method. Your answer is not to
be determined by income-tax law or regulations.

No. 10 (12½ points)
a. State the formula for computing each of the following:
(1)
(2)
(3)
(4)
(5)

Current ratio.
Raw material turnover.
Finished goods turnover.
Average collection time for accounts receivable.
Book value per share of common stock.

b. State the significance of each of the above computations as applied to a company engaged in
manufacturing.
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May 20, 1949; 1:30 to 5 p.m.
GROUP I
[The candidate must answer all questions in this group]

No. 1 (8 points)
a. In examining securities, give a reason for listing the serial or certificate number of the securities.
b. In connection with verification of cash and cash transactions, what purpose is served by examin
ing the endorsements on paid checks?

No. 2 (20 points)
You are making an audit of a client where the records have been found to be inaccurate and where
no satisfactory internal control exists. In connection with the audit you are reconciling the cash
transactions for the month of December 1948 in addition to the cash and bank balances as of
December 31, 1948. You have determined that the client’s reconciliation as of November 30, 1948
is correct. The following information is available to you:
Client's Reconciliation November 3 0 , 1948

Cash per general ledger.......................................................................................................
Less—cash on hand.............................................................................................................

$ 2,631.74
210.89

Less—bank service charge for November.........................................................................

$ 2,420.85
9.00

Add—outstanding checks....................................................................................................

$ 2,411.85
991.00

Balance per bank.........................................................................................................

$ 3,402.85

Cash Receipts Book for December

December 1
1
2
3
4
5
7
8
9
10
11
12
14
16
17
18

Balance from 11/30...................................................................................
Received on Accounts.........................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................

$ 2,631.74
403.25
1,366.40
974.86
4,322.47
5,201.89
7,310.75
6,195.18
8,884.46
10,227.55
6,698.89
210.20
1,426.46
400.00
700.00
2,709.82

21

Received on A ccounts...................................................................................

850.00

23
27
29

Received on Accounts...............................................................................
Received on Accounts...............................................................................
Received on Accounts...............................................................................

1,100.00
911.35
3,875.50
$65,300.77

( Continued on following page)
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Cash Payment Record for December

December 1 Nov. Service charge...................................................................................
3 Checks........................................................................................................
5 Checks.....................................................................................................
8 Checks........................................................................................................
10 Checks........................................................................................................
12 Checks.......................................................................................................
14 Checks........................................................................................................
17 Checks.......................................................................................................
19 Checks.......................................................................................................
22 Checks........................................................................................................
26 Checks.......................................................................................................
31 Checks.......................................................................................................
Balance—December 31...............................................................................................

$

9.00
5,236.50
3,645.21
16,394.89
15,873.42
3,123.47
475.42
1,250.00
3,622.83
3,692.09
3,456.45
4,201.25
4,311.24

$65,300.77
Cash on hand December 31 amounted to $100. The transactions per the December bank state
ment, which are correctly recorded by the bank, show that deposits amounted to $62,870.92; checks
paid amounted to $57,952.03; service charges for the month were $10; and a charge of $100 was
made against the account because of the return unpaid of a customer’s check. Neither the service
charges nor the returned check were recorded on the client’s books. The total of outstanding checks
as of December 31 was found to amount to $4,110.50.
Prepare appropriate working papers, together with any explanations you consider necessary,
based on the data given herein.

No. 3 (10 points)
Describe five methods that may be employed in the abstraction of (and failure to account for)
cash receipts in a company that makes both cash and charge sales.
For each of the above methods, state the internal control procedures you would recommend in
order to prevent the fraud and the audit procedures you would employ to discover the fraud. Your
internal control recommendations should not be predicated upon the existence of controls other than
those which you specifically mention in your answer.

No. 4 (10 pointe)
Describe five methods that may be employed in the making of fraudulent disbursements.
For each of the above methods, state the internal control procedures you would recommend in
order to prevent the fraud and the audit procedures you would employ to discover the fraud. Your
internal control recommendations should not be predicated upon the existence of controls other
than those you specifically mention in your answer.

No. 5 (15 points )
A manufacturing company whose records you are auditing, has $1,000,000 of Buildings and
$3,000,000 of Machinery on its books. During the year you are covering in your audit, additions
amounted to $100,000 for Buildings and $500,000 for Machinery. All additions were made through
construction orders controlled by a Construction W ork in Progress account which had a balance of

$20,000 at the close of last year and $55,000 a t the close of this year. Some of the additions were
purchased and a number were constructed by the company. You are to state in detail the audit
procedure you would follow in verification of the fixed asset additions during the year. You may
assume that your firm made the audit for the prior year.

No. 6 (7 points )
In making an annual audit, state the general principles or factors you would consider in deter
mining the extent of a test or sampling verification.
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GROUP II
[The candidate should select questions in this group having a total valuation of 30 points
and submit answers to only those questions.]

No. 7 (10 points)
State briefly, using an outline form, the principal purposes of preparing and preserving audit
working papers.

No. 8 (20 points)
A company manufactures a product called MZ which is in process for 30 days. Its ingredients are
a variety of materials which are introduced into the production vats a t established intervals. The
resultant finished product is a liquid which a t the completion of the process is drawn off into 100gallon drums. Of the book value of the company’s entire inventory, approximately 20 per cent is
material, 75 per cent work in process and 5 per cent finished product, all carried a t “cost.”
The company’s records show that work in process is charged with materials put into process at
cost, computed on the FIFO basis and that a flat charge per v at is made monthly to cover all other
manufacturing costs which are incurred uniformly during the production period. Finished product
is charged and work in process credited with the value of the liquid withdrawn a t a standard cost
per gallon. The company operates 90 vats, production in which is so staggered that approximately
the same number of vats can be emptied each day. The company has not made any computations
to support the amount as shown in the work-in-process account.
a. State what detail records you would expect the company to maintain for controlling and
costing this production process.
b. Outline a procedure for verifying the book value of the work-in-process inventory a t the close
of the company’s fiscal year, excluding any consideration of physical inventory taking.
c. Either prepare an illustration of a worksheet or list the worksheet headings that you would
use for assembling the principal data to be obtained for your verification.

No. 9 (10 points)
Prepare a questionnaire to be used by assistants on auditing engagements to determine whether
or not the clients’ systems of internal check are satisfactory with respect to (a) loans payable, (b)
purchases and the relative disbursements.

No. 10 (10 points)
How far is an auditor entitled to probe into matters beyond, or before, the period which he is
engaged to audit, and for what purpose, if any, should he do so?
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[The purpose of these questions is to test the candidate’s knowledge of textbook treat
ment of problems inherent in business transactions and the audit thereof. Except for
objective type questions, credit will not be given for an answer unaccompanied by a state
ment of reasons. Answers to questions involving negotiable instruments, partnerships
and sales should be based on the provisions of the pertinent uniform laws.]

GROUP I
[Answer all questions in this group]

No. 1 (10 points)
a. A made and delivered to B his promissory note for $500. Before maturity B agreed with C and D
to sell them the note for $500, C to advance $300 and D $200. B endorsed the note as follows:
“Pay to the order of C $300 and to the order of D $200.” C and D obtained possession of the
note but failed to pay any part of the consideration to B. Before maturity of the note C and D
endorsed it for value to E, an innocent party, without notice of the fact that C and D had not
paid B the agreed consideration. The note not being paid a t maturity, E attempted to collect
from B who claims failure of consideration for his endorsement.
(1) Was E a holder in due course? Why?
(2) Did B’s endorsement pass title to C and D? Why?
(3) Was B’s defense maintainable? Why?
b. A note began with the words: “One year after date I promise to pay, etc.” It was signed by
Allen, Burt and Carr, respectively. The note was not paid a t maturity and the holder sought
payment from Carr who contended that he was not liable until an effort had been made to
recover from Allen and then from Burt.
(1) Was Carr correct?
(2) Why?

No. 2 (10 points)
a. Smith sold to Williams a lot of bricks. They agreed that Williams should take delivery a t Smith’s
yard. Williams made no effort to remove the bricks and, after expiration of a month, Smith
requested him to take delivery and cart them away. Williams did not do so.
(1) What, if any, is the buyer’s liability for refusal or neglect to remove the bricks?
(2) Can the seller charge for storage? Explain.
b. Allen, having a stock of men’s suits on hand, offered to sell them to Burt a t $15 each. In the
course of the negotiations he said to Burt: “I assure you each suit is worth $25.” Relying on this
statement, Burt purchased the stock and paid for it a t $15 for each suit. I t turned out that
none of the suits was worth more than $10 and Burt was compelled to sell them a t a loss. He
sought reimbursement from Allen.
(1) Could he recover?
(2) Why?
c. George agreed to sell and deliver to John certain goods on or before the 15th day of July. Instead
of delivering the whole of the goods, he attempted to deliver them in installments, the last
installment to be delivered on July 15. John refused to accept the goods.
(1) Was he required to accept the goods?
(2) Why?
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No. 3 (10 points)
a. The Jones Co. and a labor union on December 1, 1948, entered into a contract whereby the
Jones Co. agreed to pay, thereafter, wages at a specified rate to its employees who were members
of the union. Smith, a member of the union employed by Jones Co. for many years a t a lesser
rate, was ignorant of the terms of the contract and continued a t the old rate. On May 1, 1949,
Smith was informed of the terms of the labor union contract and then sued the Jones Co. for the
difference between the wages he received from December 1, 1948 and the wages specified in the
labor union contract. The Jones Co. contends that it is not liable to Smith as he was not a party
to the contract.
(1) Is Jones Co. liable to Smith?
(2) Why?
b. Burns, a contractor, entered into a contract to construct a house for Allen for $10,000. The
next day Bums was hit by an auto, seriously injured, and thereafter was in a hospital from
those injuries.
(1) Is Burns excused from performance?
(2) Explain.
c. Allen deposited $100 to Burt’s credit in a bank a t Burt’s direction, in return for Burt’s promise
to render certain services during the following month. The bank failed, whereupon Burt refused
to render the promised service.
(1) Can Allen obtain restitution of the $100?
(2) Why?

No. 4 (10 points)
a. Jones was assistant controller of a corporation. His duties consisted of handling all the funds of
a branch office. Smith was the surety on Jones’ bond. On the death of the treasurer, Jones was
promoted to the position of treasurer in charge of all the corporation’s finances at the main
office. The surety was not informed of Jones’ promotion. Jones thereafter defaulted.
(1) Is Smith, the surety, liable for this default?
(2) Why?
b. Smith was surety on a contractor’s bond for the payment of workmen’s wages. The contractor
defaulted and became bankrupt. Smith paid the wages and filed a claim in the contractor’s
bankruptcy for priority to which the contractor’s workmen would have been entitled.
(1) Is Smith, the surety, entitled to preference?
(2) Why?
c. A contractor assigned to his surety as security the amounts due from Carr and all his equipment
and materials, the assignment to become effective if the contractor defaulted and the surety was
compelled to complete the work for Carr. The contractor defaulted. The surety completed the
contract with Carr and then sold the equipment. The amount received by the surety from Carr
and from the sale of the equipment was in excess of the surety’s expenditures.
(1) Can the contractor recover this excess?
(2) Why?

No. 5 (10 points)
a. Allen, a traveling salesman for Peters, a New York wholesaler, on his first trip obtains an order
for the sale of goods to Thomas which he sends to Peters, who accepts the order and sends the
goods to Thomas. On his second trip Allen again calls on Thomas who pays Allen the amount
payable for goods previously sold.
(1) Has Allen authority to collect or receive such payment?
(2) Explain.
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b. Asa is employed as bookkeeper and paymaster in the office of Paul’s factory. A bill is presented
for payment a t a time when there is not sufficient money on hand to pay it. Without consulting
Paul who can be reached only with considerable difficulty, Asa borrows money in Paul’s name
a t the bank.
(1) Was Asa’s act authorized by reason of his position?
(2) Explain.
c. Patrick directs John, his agent, to purchase for him 10 shares of the X Company a t $100 a share.
John having such shares on hand and being unable to obtain them elsewhere, conveys 10 shares
of the X Company to Patrick. On receiving notice from John, Patrick attem pts to rescind the
transaction. The stock in the meantime declined ten points.
(1) Can Patrick rescind the transaction?
(2) Explain.

GROUP II
[Answer any five questions in this group. No credit will be given for additional
answers and, i f more are submitted, only the first five answers will be considered.]

No. 6 (10 points)
a. Jones deposits $1,000 of his own money in a savings bank and directs that the account be made
out “Jones in trust for Allen,” but reserves the right to withdraw any part of the deposit a t any
time for his own use. Thereafter, he tells Allen, his nephew, about the account. Jones dies intes
tate. The administrator of his estate and Allen both claim the funds in this bank account.
(1) Who is entitled to those funds?
(2) Why?
b. A corporation kept two bank accounts, one to pay wages of its employees which was designated
“special trust account” under a trust agreement with the bank. The other bank account was
for all other purposes. The treasurer, acting in accordance with the resolutions of the directors,
on each pay day deposited in this “special trust account” a sum sufficient to meet the total
payroll and then drew and delivered to each employee that day a check for his respective pay.
At a time when there was about $10,000 in this account and checks for that amount outstanding
the corporation became insolvent and was placed in the hands of a receiver.
(1) Who is entitled to the $10,000 credit in this account, the receiver or the employees?
(2) Why?

No. 7 (10 points)
a. A public warehouseman issued warehouse receipts to the owner of whiskey stored in the ware
house. As required by law each receipt set forth the storage and other charges for which the
warehouseman claimed liens on the whiskey. The warehouseman then became bankrupt, and
the warehouse was sold to another operator a t a judicial sale free of all claims and liens against
the former warehouseman.
(1) Can the purchaser claim a lien for charges higher than or in addition to those enumerated
on the outstanding warehouse receipts issued by the former operator?
(2) Why?
b. A cotton warehouseman issued receipts on which was conspicuously printed the word "Negotia
ble,” and also contained a clause in clear print reciting that the cotton was accepted for storage
for only one year from date thereof.
(1) Are such warehouse receipts negotiable?
(2) As to the warehouseman, does this time clause impair the negotiability of the warehouse
receipt?
(3) Why?
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No. 8 (10 points)
a. An insolvent debtor makes a general assignment for the benefit of his creditors.
(1) What is the effect, if any, in relation to bankruptcy of the debtor and is there any limitation
as to time?
(2) If, after making such an assignment, the debtor should be adjudicated bankrupt, what
would become of the assigned property?
b. (1) Who may become a voluntary bankrupt?
(2) When, if ever, may a voluntary bankrupt, after discharge, file a new petition and obtain a
new discharge? Explain as to time.

No. 9 (10 points)
[On your answer sheet to question number 9 write down numbers 1 to 5 in a column and opposite
each insert the letter which identifies the statement which you believe to be the most accurate.]
1. Where an offer in contract is made by mail, the acceptance is legally effective:
(a) When the offeree dictates and signs the letter of acceptance.
(b) When the offeree deposits his letter of acceptance in the post office or mail box.
(c) When the offeror receives the letter of acceptance.
(d) When the offeror reads the letter of acceptance.
(e) At some other time.
2. As a general rule a promise in contract results in a legal duty to perform because:
(a) The promise is part of an agreement.
(b) The promisor is morally obligated to perform.
(c) There was a consideration for the promise.
(d) The promise was in writing.
(e) Of some other reason.
3. In the case of an unconditional contract to sell specific goods, then in a deliverable state, where
there is no provision as to when title is to pass:
(a) Title passes when the contract is made.
(b) Title passes when the goods are delivered.
(c) Title passes when the buyer indicates that the goods are satisfactory.
(d) Title passes when the buyer pays for the goods.
(e) Title passes a t some other time.
4. A surety who has discharged the principal debtor’s obligation is entitled to any collateral held
by the creditor, because:
(a) The surety has a right of indemnity.
(b) The surety has a right of contribution.
(c) The surety has a right of subrogation.
(d) The surety has a right of exoneration.
(e) Of some other reason.
5. Where X, the holder of a negotiable instrument, desires to transfer it to Y, so that Y can collect
the proceeds for X only, then X should:
(a) Endorse in blank.
(b) Make a special endorsement.
(c) Make a restrictive endorsement.
(d) Make a qualified endorsement.
(e) Make a conditional endorsement.
(f) Endorse in some other way.
(g) Not endorse.
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No. 10 (10 points)
[On your answer sheet to question number 10 write down numbers 1 to 4 in a column and
opposite each insert the letter which identifies the statement which you believe to be the most
accurate.]
1. In the absence of an agreement as to how losses shall be divided among the partners:
(a)
(b)
(c)
(d)
(e)

Losses are divided in proportion to capital contributed.
Losses are divided in proportion to services rendered.
Losses are divided equally.
Losses are divided in the ratio for sharing profits.
Losses are divided in some other way.

2. On January 1, 1949, D is “admitted” as a partner in the long-established firm of A, B and C.
(a) D is responsible for all partnership debts of the firm whether incurred before or after
Jan. 1, 1949.
(b) D is responsible only for partnership debts incurred after Jan. 1, 1949.
(c) D is responsible for all partnership debts except that debts incurred prior to Jan. 1, 1949
can be satisfied only out of partnership property.
(d) Is responsible in some other way.
3. In connection with dividends payable in cash a corporate liability accrues:
(a) When the passage of the dividend resolution is announced a t the end of the meeting.
(b) On the “record” date set forth in the resolution.
(c) On the “payment” date set forth in the resolution.
4. In a promissory note the maker promises to pay £100, (a) with interest, (b) in stated installments,
(c) with a provision that upon default in the payment of an installment the entire balance shall
immediately come due, (d) with exchange, (e) with an attorney’s fee for collection if not paid at
maturity.
You believe that this note does not contain a promise to pay a “sum certain in money” because:
(a) It is payable with interest.
(b) It is payable in installments.
(c) It contains an acceleration clause.
(d) It is payable with exchange.
(e) Of the provision for an attorney’s fee.
(f) It is payable in pounds.
Or,
(g) You believe that it does contain a promise to pay a “sum certain.”

No. 11 (10 points)
[Write down the numbers 1 to 10 in a column headed “ Number." Opposite each number write
“true" or “false" as your opinion of the following statements. No comments are necessary.
Answer all parts. A penalty will be imposed for omissions.]
(1) In a contract, consideration must be adequate in order to be valid.
(2) In a contract, consideration is a detrim ent sustained by the promisee.

(3) A promise to do what one is already under contract with a third person to do can never be
consideration.
(4) A promise can not be sued on unless made to the plaintiff.
(5) An infant may be an agent.
(6) An infant may be a principal.
(7) An agent can not do for a principal acts that he could not do for himself.
( Continued on following page)
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(8) Things not yet in existence may be the subject of a contract to sell.
(9) In the absence of a different understanding between the parties, a buyer contracting to pay
in installments gets no title until he pays in full.
(10) A statement of opinion may be a warranty.

No. 12 (10 points)
[Write down the numbers 1 to 10 in a column headed " Number." Opposite each number write
"true” or "false" as your opinion of the following statements. No comments are necessary.
Answer all parts. A penalty will be imposed for omissions. The statements relate to federal
taxes.]
(1) An exemption of as much as $1,800 can be obtained for a dependent—$600 for regular exemp
tion, $600 for old age, and $600 for blindness.
(2) An exchange of one personal residence for another cannot result in taxable gain.
(3) A non-business bad debt is fully deductible in the same manner as a business bad debt.
(4) Loss through damage to a personal residence due to the bursting of the heating furnace is
deductible.
(5) A corporation realizes no gain or loss on the distribution of its assets in a complete liquidation.
(6) If a corporation issues bonds a t a premium, the premium is taxable gain in the year the bonds
are sold.
(7) A preferred stockholder’s entire stockholdings are redeemed plus declared accumulated
dividends. The dividends are taxed as ordinary income.
(8) A transfer tax is due on all bonds, debentures or certificates of indebtedness issued by corpora
tions or individuals.
(9) If partnership assets are distributed in kind, the holding period for the partner includes the
period during which the assets were held by the partnership.
(10) An owner of an apartment house occupies a suite in the house. He sells the house with the
proviso that he is to live there rent-free. The rental value of the suite is income to him each
year.
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Accounting Practice—Part I

November 16, 1949; 1:30 to 6 p.m.
[Problem No. 1 is required.]

No. 1 (14 points)
The following statem ents relate to Federal income taxes. You may use the answer sheet included
with the problem or you may list the identifying letter and number on workpaper. Opposite each
number you are to give the sub-letter which identifies the correct answer. Reasons need not be given
to support your answer. Answer all parts. Grade will be based entirely on the number of correct an
swers you give.

a.

1. If you file your 1948 return by January 15, 1949, using the optional deduction method, you
can subsequently change and use the actual deductions, (a) True, (b) False.
2. If a dependent is 65 years old or over, an exemption of $1,200 can be obtained—the regular
$600 exemption plus $600 old age exemption. (a) True, (b) False.
3. An accounting firm requires some of its employees to attend school and pays their book and
tuition expenses. These expenditures are includible in gross income by the employees. (a)
True, (b) False.

4. An employee in 1949 is given a bonus for services performed in 1947. Withholding tax must
be deducted at 1947 withholding rates. (a) True, (b) False.
5. A corporation does not realize gain or loss on the distribution of its assets in a complete
liquidation. (a) True, (b) False.
6. The exercise of the right to convert bonds into stock of the same corporation is not treated
as the sale or exchange of the bond resulting in gain or loss. (a) True, (b) False.
7. A corporation owns land which cost it $10,000 but is now worth $40,000. If the land were
sold to the stockholders for $10,000, no taxable income could result to either the corporation
or the stockholder. (a) True, (b) False.
8. Record keeping requirements are met if the taxpayer keeps microfilmed copies of payroll
records, invoices, cash books, ledgers, etc. (a) True, (b) False.
9. If an annuity is purchased, the annual payments to the annuitant are tax-exempt until the
cost of the annuity is recovered. (a) True, (b) False.
10. An individual sells several parcels of real property on which he could use the installment basis.
If the installment basis is adopted for one parcel, it must be used for all sales. (a) True, (b)
False.
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b.

The following constitute taxable income to a taxpayer filing a return on a cash basis for the
calendar year 1948:
1. Bond coupons payable on December 1 , 1948, but not collected by the taxpayer until January
1949. (a) True, (b) False.
2. Salary received for work as a public school teacher. (a) True, (b) False.
3. $1,200 voluntarily paid by a corporation to the taxpayer, a widow of a former employee.
(a) True, (b) False.

4. A m ount received from a friend by a taxpayer for tem porary rental of his home for a few
m onths. (a) True, (b) False.
5. Taxpayer, owing Jones $600, does certain work for him, in consideration of which, Jones, on
June 30, 1948, cancels the obligation. (a) True, (b) False.
6. $10,001 received as an award in a suit for libel. (a) True, (b) False.
7. Interest received on bonds issued by the S tate of Mississippi. (a) True, (b) False.

8. Interest received on bonds issued by the City of Chicago, Illinois. (a) True, (b) False.
9. Cash in the am ount of $50 received as a prize on a radio quiz program . (a) True, (b) False.
10. Old age benefits of $300 received under the Federal Insurance Contributions Act. (a) True,
(b) False.
c.

X Corporation was formed in 1921 with capital of $100,000 and to January 1, 1948, had accu
mulated earnings and profits of $5,000. Adams, an individual, formed X Corporation and has
always beneficially owned all the outstanding stock consisting of 1,000 shares of common, par
$100, for which he paid par.
Y Corporation was formed in 1928 with capital of $100,000 and to January 1, 1948, had accu
mulated earnings and profits of $2,000. Baker, an individual, formed Y Corporation and has
always beneficially owned all the outstanding stock consisting of 1,000 shares of common, par
$100, for which he paid par.
The following events subsequently occur:
1. On January 1, 1948, X and Y were consolidated tax-free into Z Corporation which had
authorized capital stock of 2,070 shares of common, par $100, of which 1,050 shares were
issued to Adams in exchange for his 1,000 shares of X , and 1,020 shares were issued to Baker
in exchange for his 1,000 shares of Y. Z Corporation kept books on the accrual basis and
for the calendar year.
2. During the first six months of 1948, Z made net profits of $2,000 b u t lost $968.40 during
the last six months, and for the whole of 1948 Z made net earnings of only $1,031.60.

3. Z paid the following dividends: March 31, 1948, $1 per share; June 30, 1948, $1 per share;
September 3 0 , 1948, $1 per share; December 3 1 , 1948,90 cents per share. The total dividends
paid were $8,073, of which Adams received $4,095 and Baker received $3,978.
(1) How much of the amount received by Adams is taxable to him as ordinary income?

(a) $4,095, (b) none, (c) $4,074, (d) $2,100, (e) $523.28, (f) some other amount.
(2) How much of the amount received by Baker is taxable to him as ordinary income?

(a) $3,978, (b) none, (c) $2,040, (d) $508.32, (e) $3,957.60, (f) some other amount.
( Continued on following page)
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(3) On these facts what is the adjusted basis for all Adams’ shares of Z on January 1, 1949?
(a) $100,000, (b) $105,000, (c) $99,979, (d) $98,005, (e) $96,428.28.
(4) On these facts what is the adjusted basis for all Baker’s shares of Z on January 1, 1949?
(a) $102,000, (b) $98,062, (c) $100,000, (d) $96,530.32, (e) $99,979.60.
d.

On January 1, 1948, A accepted the position as manager of the X hotel and, a t the request of
the owner and solely for purposes of better management, moved into a $75 a month suite in
the X hotel which he occupied rent-free. His salary as manager was $450 a month and he rented
his own former residence for $90 a month.
During 1948, A paid to his divorced first wife the amount of $1,800 as alimony. The divorced
first wife was also obligated to support their child. The decree specified only the amount of
annual payment to the first wife, but in oral statements the judge had indicated th at he arrived
a t that figure by allowing $1,400 per year for the wife and $400 for the child.
On December 1, 1948, A pledged $100 as a contribution to his church which he paid on
January 15, 1949.
Also on December 1, 1948, A sold certain shares of stock which he had received in 1941 as a
gift from his father. The shares had cost his father $1,500, but the fair market value on the date
of the gift was $1,000. From the sale of these shares, A received $1,250.
1. During 1948, A’s monthly gross income apart from the sale of stock was (a) $615, (b) $540,
(c) $525.
2. In his return for 1948, A may deduct alimony in the amount of (a) $1,800, (b) $1,400, (c) 0.
3. If A makes no other payments to or for the benefit of his child by his first marriage, th at child
may be claimed as a dependent by (a) A, (b) A’s first wife.
4. If A makes no contributions other than the one to his church, he may deduct in his return
for 1948 as a charitable contribution the amount of (a) $100, (b) 0, (c) $66.67.
5. On the sale of the stock, A realized (a) long-term capital gain of $250, (b) long-term capital
loss of $250, (c) no gain or loss, (d) long-term gain of $1,250.

e.

The Parlor City Pop Company is engaged in the manufacture and bottling of soft drinks. The
company delivers its products to its distributors in 6-oz. glass bottles, 24 to a case. The company
sells the bottles to its distributors for 1¢ each, in addition to the cost of the contents, under
agreements to repurchase the bottles when returned. Each bottle costs the company 8 mills.
The company also charges its distributors 5¢ for the use of each case delivered but retains title
to the cases, the 5¢ charge being refunded for each case returned in good condition. Each case
costs the company 4¢.
The company bills its distributors monthly allowing “2 , 10; net 30,” and over a period of years
it has been the company’s experience that discounts will be taken on 70% of dollar volume of
sales of soft drink contents.
The company keeps books on the accrual basis and for the calendar year.
During 1948, the company sold one million cases of bottled drinks, receiving, in addition to
the price of the contents, $240,000 from the sale of the bottles and $50,000 for the use of cases.
Twelve million bottles were returned during the year, for which the company paid out $120,000.
Also 500,000 cases were returned in good condition, for which the company paid ou t $25,000,

although the company’s experience was that 90% of all cases are returned during each year.
The company also found that during 1948 discounts were taken on 60% of sales and that dis
counts were allowed in the amount of $7,200 instead of $8,400 as expected from experience.
In its Federal income tax returns for 1948:
1.

The company must report gross sales in respect of the sale of bottles in the amount of
(a) $240,000, (b) 0, (c) $48,000, (d) $120,000, (e) some other amount.
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2. T he company m ust report gross income in respect of the use of cases in the am ount of
(a) $50,000, (b) $1,000, (c) 0, (d) $5,000, (e) some other am ount.
3. In respect of discounts the company m ay (a) deduct $8,400 addition to reserve for cash
discounts, (b) deduct $7,200 actually allowed, (c) some other am ount.
f.

W hen William Smith was elected president of the Iron & Steel Company, it became necessary
for him to remove himself and his family from their home in Petroleum , Indiana, to Chicago,
Illinois. In moving on January 1, 1948, Sm ith incurred $400 travel expenses for himself and
$600 for his wife and two small children. I t was also necessary for Smith to sell his house in
Petroleum and buy a new house in Chicago. Smith had been reluctant to accept the job because
he knew th a t he would take a large loss on the sale of his house; so The Iron & Steel Company,
in order to induce Smith to accept, agreed to reimburse him for any loss on the sale of his house.
Under this agreement, the company reimbursed Smith in the am ount of $10,000.
Smith found th a t when he moved he would have no place to p u t up the elaborate playground
equipm ent he had purchased several years previously for his children and so he gave the equip
m ent to the Wells County Children’s Home, a charitable institution. T he equipm ent had cost
$500, b u t on the date of the gift had a fair m arket value of $2,000. Sm ith’s adjusted gross in
come for 1948 will be in excess of $50,000.
In preparing his 1948 return:
1. In respect of travel expenses, Smith may deduct (a) $400, (b) $1,000, (c) 0.
2. In respect of the paym ent by the company of $10,000 reimbursement of his loss on (he sale
of his house, Smith m ust include as income the am ount of (a) $10,000, (b) 0.
3. In respect of his gift of the playground equipm ent (assuming he made no other charitable
gifts during 1948), Smith may deduct (a) $500, (b) $2,000, (c) some other am ount.
4. In respect of the gift to charity, Smith m ust include long-term capital gain of (a) $1,500,
(b) $2,000, (c) 0.

[Solve any two of the following three problems.]

No. 2 (18 points)
P and R have been operating a business for several years as partners, during which time they have
divided profits equally. They need additional capital to expand their business and have agreed to
adm it B to the partnership as of January 1, 1949, with a one-third interest in profits and in the
capital, he to pay cash into the business as additional capital in an am ount equal to one-half of the
combined capital of the present two partners, redetermined as follows:
The average partnership profits, after partn ers’ salaries, for the past two years, are to be capitalized
a t the rate of 10% per annum, which will redetermine the aggregate capital of the two present p a rt
ners. Before such capitalization of profits, the accounts are to be adjusted for errors and omissions.
T he business has not followed a strict accrual basis of accounting. As a result the following items
have been om itted from the books:

Item

Balance
12/31/46

Accrued expenses..........................................................................
Prepaid expenses...........................................................................
Accrued incom e.............................................................................

$3,201
1,010
—

Balance
12/31/47
$2,472
1,226
250

Balance
12/31/48
$4,360
872
475

In addition, no provision has been made for loss on uncollectible accounts. I t is agreed th a t a
provision of $4,500 is needed as of December 31, 1948, of which $600 is for 1947 accounts. Charge-
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offs have been made to expense in 1946 of 1945 and prior accounts—$1,200; in 1947 of 1946 ac
counts—$3,100, and of 1947 accounts—$400; in 1948 of 1947 accounts—$2,280, and of 1948 accounts
—$525.
The inventory a t December 31, 1948 contains some obsolete goods carried a t cost of $4,300. A
20% write-down is to be made to reduce these items to their present value.
In 1947 and 1948, salaries of $3,000 for each partner were taken out of the business and charged
to expense before determining profits. It has been agreed th at the salaries should have been $4,000
each.
The following financial d ata are available:

Balance-Sheet
December 31, 1948
C ash .....................................................
$ 7,000
Accounts receivable..........................
42,500
Notes receivable................................
6,000
M erchandise.......................................
64,000
Store fixtures...........................................
12,400

Accounts p ay ab le..............................
N otes p ayable....................................
Reserve for depreciation of fixtures
P cap ital..............................................
R cap ital..............................................

$131,900

$ 43,200
25,000
5,300
22,000
36,400

$131,900

Profit per books...............................................................................
P capital .........................................................................................
R cap ital...............................................................................................

1946

1947

1948

$ 8,364
20,000
25,000

$ 8,585
24,000
33,000

$10,497
22,000
36,400

You are to show the com putation of the am ount th a t B will pay into the partnership, and prepare
a balance-sheet as it would appear after adjustm ent for errors and omissions and after redeterm ina
tion of capital accounts and receipt of B’s capital contribution as of January 1, 1949.

No. 3 (18 points)
The E. A. P. Company is engaged in manufacturing. Its products are made principally from one
raw material, and in order to insure uninterrupted production, it normally maintains a substantial
inventory of th e raw material. Because of advancing prices, the company in 1944 adopted the last-infirst-out method of pricing out its material requisitions, and thereafter valued its inventory a t the
prices shown by its perpetual inventory records.
As of December 31, 1947, the inventory consisted of 380,000 pounds carried on its books a t an
average price of $.90 per pound. The market price a t December 3 1 , 1947 was $1.50 per pound. As of
December 3 1 , 1948, the inventory was 420,000 pounds with a market price of $1.60 per pound. This
was carried a t the prices shown on the stock records, 270,000 pounds of this being valued a t $.90
per pound and the remainder at prices which averaged $1.54 per pound. The purchases during the
year were also made a t an average price of about $1.54 per pound.
The operating accounts for the year ended December 31, 1948 included the following:
Sales......................................................................................................................................
Work-in-process inventory January 1 ..............................................................................
Finished goods inventory January 1 ................................................................................
Direct labor.........................................................................................................................
Cost of material used......................................................................................................
Manufacturing overhead...................................................................................................
Work-in-process inventory December 31........................................................................
Finished goods inventory December 31..............

$2,100,000
146,600
90,000
344,000
1,217,000
302,000
180,000
100,000

( Continued on follow ing page)
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On March 30, 1949, the warehouse in which the raw material inventory was stored was badly
damaged by fire. The stock records were destroyed, but from other records the following figures
were obtained:
Sales to March 30.................................................................................................................
Purchases of material...........................................................................................................
Direct labor...........................................................................................................................
Manufacturing overhead.....................................................................................................
Work-in-process inventory March 30..................................
Finished goods inventory March 30...................................................................................
Salvage value of damaged materials..................................................................................

$820,000
551,425
132,400
117,600
175,000
105,000
25,000

The purchase price of raw material during the three months had averaged $1.61 per pound with
the price on March 30 a t $1.62 per pound. The sales price during the period had varied only with the
current material, labor and overhead cost existing a t date of acceptance of the order, as is normal
in this business.
You are to determine the amount of a claim for fire loss, assuming full insurance coverage. Show
all computations to support your claim.

No. 4 (18 points)
The City of M has prepared its balance-sheet as of June 30, 1949, and shows therein a surplus of
$258,216. The statement has been criticized as not giving a satisfactory reflection of the financial
position of the city. You are asked (a) to revise the statement in accordance with acceptable methods
of governmental accounting, and (b) you are to provide an analysis of the changes in current fund
surplus for the year ended June 3 0 , 1949. You may prepare your revised balance-sheet in columnar
form if you prefer to present it in that manner.
The balance-sheet as prepared, together with a corresponding statement as of June 3 0 , 1948, is as
follows:

Assets
Balance

Balance

6/30/48

6/30/49

C ash....................................................................................................................
Taxes receivable................................................................................................
Accounts receivable..........................................................................................
Investments.......................................................................................................
Prepaid expenses...............................................................................................
Fixed assets........................................................................................................

$ 20,485
54,200
12,362
42,000
6,487
696,565

$

T otal...............................................................................................................

$832,099

$810,986

Surplus...............................................................................................................

$ 30,900
490,000
22,300
288,899

$ 46,970
480,000
25,800
258,216

T o ta l.....................................................................................................................

$832,099

$810,986

2,873
36,690
13,584
42,000
5,374
710,465

Liabilities
W arrants p ayable..................................................................................................
Bonds p ay ab le........................................................................................................
Reserve for depreciation......................................................................................

( Continued on following page)
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Additional information is available as follows:
(a) Taxes levied for th e year ended Ju n e 30, 1949 amounted to $64,300, of which am ount $37,600
was collected and $650 abated. A batem ent of prior years’ taxes was $3,108. I t is anticipated
th a t an additional $1,350 of the 1948-49 levy will finally be uncollectible and th a t an additional
$3,500 of 1947 and prior taxes will prove uncollectible.
(b) Revenue other than from taxes was $20,210, b u t of this am ount $4,300 was collected for other
governm ents and has n o t been paid nor set up as a liability, and $1,200 was from interest on
investm ents. T he investm ents are held in tru st, the income to be used for library upkeep.
Included in expenditures is $3,050 which is th e cost of library upkeep for the year.
(c) Expenditures am ounted to $153,400 during the year. Included herein is interest on bonds of
$15,000, purchase of general fixed assets of $18,900, retirem ent of general obligation bonds of
$10,000 and the abatem ent of this and prior years’ taxes. T he $10,000 of bonds and the $18,900
of assets purchased were also credited to surplus and debited to bonds payable and fixed assets.
(d) Included in fixed assets is $1.74,964 as of June 30, 1948 and $169,964 as of June 30, 1949 of
property of the municipal w ater plant. T he revenue of the plan t and the expenses, including
depreciation of $8,500 and bond interest on $90,000 of 3% bonds outstanding against the
plant, have been netted, and the profit of $9,307 has been transferred to surplus. T he reserve
for depreciation, the accounts receivable and the prepaid expenses a t both balance-sheet dates
are applicable to th e w ater plan t operations. Also $5,025 in 1948 and $8,750 in 1949 of the w ar
rants payable are applicable to this departm ent. T he cash arising from the departm ent’s opera
tions, except for $500 of working fund, is used for general purposes of the city.
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November 17, 1949; 1:30 to 6 p.m.
[Solve both problems]

No. 1 (20 points)
The B. C. Manufacturing Company started in business on January 1, 1944, by acquiring three
machines having a cost of $5,240, $4,000 and $4,400, respectively. Since th at date the company has
computed depreciation a t 20% on the balance of the asset account a t the end of each year, which
amount has been credited directly to the asset account. All purchases since January 1, 1944 have
been debited to the machinery account and the cash received from sales has been credited to the
account.
T he following transactions took place:
(a) On Septem ber 30, 1944, a machine was purchased on an installm ent basis. T he list price was
$6,000, b u t 12 paym ents of $600 each were made by the company. Only the m onthly pay
m ents were recorded in the machinery account starting w ith Septem ber 3 0 , 1944. Freight and
installation charges of $200 were paid and entered in th e machinery account on October
10, 1944.
(b) On June 30, 1945, a machine was purchased for $8,000, 2/10, N /30, and recorded a t $8,000
when paid for on July 7, 1945.
(c) On June 30, 1946, the machine acquired for $5,240 was traded for a larger one having a list
price of $9,300. An allowance of $4,300 was received on the old machine, the balance of the
list price being paid in cash and charged to the m achinery account.
(d) On January 1, 1947, the machine which cost $4,400 was sold for $2,500, b u t because the cost
of removal and crating was $125, the machinery account was credited with only $2,375.
(e) On October 1, 1948, the machine purchased for $4,000 was sold for cash and the cash received
was credited to the account.
(f) The balance of the account on Jan u ary 1, 1948 was $14,505.50, and on December 31, 1948,
after adjustm ent for depreciation, it was $10,644.40.
T he company has decided th a t its method of handling its machinery account has not been satis
factory. Accordingly, after the books were closed in 1948, the managem ent decided to correct the
account as of December 31, 1948, in accordance w ith usual accounting practices, and to provide de
preciation on a straight-line basis with a separate reserve account. Straight-line depreciation is
estim ated to be a t the rate of 10% per annum computed on a m onthly basis, over one-half of a
m onth being considered as a full m onth for this purpose.

You are required to prepare in good form:
1. A schedule showing the balance of the machinery account and of the reserve for depreciation
account as of December 31, 1948 on th e revised basis.
2. A schedule of gain and loss on disposal of assets during the five-year period.
3. A com putation of the corrected depreciation expense for the year 1948 on the new basis.
You are not to consider income-tax procedures in your solution.

No. 2 (30 points)
T he P.A.R. Company, which is engaged in m anufacturing a single product, uses a process cost
system to cost its product and to determine inventory values.

You are to prepare a summary of costs and production for October 1949, and a summary schedule
of inventory values by departments a t October 31, 1949. In costing units out of each department,
use the first-in-first-out basis.
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The production of the company is carried on in two production departments identified as depart
ments 1 and 2. However, while overhead is allocated to department 1 in total and is applied on a
labor dollar basis to production of the department, the cost of direct labor is accumulated for each
of two separate processes performed within the department, which processes are identified as A
and B. Material is used a t various stages of production as follows: Material L is placed in process
a t the beginning of work in department 1 (i .e.—a t the beginning of process A ); material T is put
into the process a t the beginning of the second process (process B) in department 1; no material
is added in department 2. When the production of process A reaches process B, it is mixed with mate
rial T.
Costing of production is on a pound basis in department 1, but on a unit basis in department 2.
A unit has a weight of 80 pounds a t the start of processing in department 2. There is a weight loss
in department 1, all of which takes place in the second (B) process. There is a normal loss of units
in department 2 due to units being found to be defective upon final inspection in the department.
These defective units have no salvage value.
The following data cover the operations for the month of October 1949:
Department 1

Process A ..................................................................
Process B ..................................................................

Work
In Process
10/1/49
(Pounds)
2,000
4,000

Work
In Process
10/31/49
(Pounds)
3,000
2,000

Transferred to
Department 2
(Pounds)
36,000

During October, 25,000 pounds of material L costing $4,250 were issued to process A, and
12,000 pounds of material T costing $2,720 were issued to process B.
Labor cost during October for process A was $13,832 and for process B was $14,878. Overhead
is 100% of labor cost. Work on the inventory in process A as of October 1, 1949 had been 40%
completed. The cost of material, labor and overhead had amounted to $1,284. The inventory in
process B had been 60% completed in th at process and had an accumulated total cost of $5,384.
The inventories on October 31, 1949 were 50% complete in both processes.
Department 2
In department 2 there were 250 units in process on October 1 , 1949, which were estimated to be
50% completed. Their accumulated cost was $70,001.20. During the month the cost of labor was
$53,560 and overhead was applied a t 150% of labor cost. During October, 500 good units were
completed, of which 400 were transferred to finished goods stores. There are 160 unfinished units
in the department on October 31, 1949 which are
complete as to this department.

68

Examination in T heory of Accounts
November 17, 1949; 9 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowledge of accounting theory and your
ability to apply the knowledge you have acquired. Due weight will be given to the arguments
presented to support your answers, even though the examiners may not agree with your
conclusions.]

GROUP I
[Answer all questions in this group]
No. 1 (15 points)
(a) Explain how a contingent liability may exist in connection with each of the following, and
(b) explain fully what recognition, if any, should be given to each of the items in preparing a
balance-sheet:
(1)
(2)
(3)
(4)
(5)
(6)

Federal income taxes.
Law suits in which you are the defendant.
Guarantee of products.
Accommodation endorsements.
Purchase orders issued.
Land which was mortgaged but which has been sold.

No. 2 (10 points)
When a business is purchased as an entity, the price paid often differs from the equity shown
by the records of the vendor.
Explain fully why the sale value of a going business may differ from the book value even where
acceptable accounting practices have been followed in keeping the accounts of the business.

No. 3 (10 points)
You have a client who wishes to include as a part of the cost of raw material in stores all of the
cost of acquiring and handling incoming material. You are asked to:
a. Name the principal items which may enter into the cost of material acquisition and handling.
b. Give the arguments favoring the inclusion of these items as a part of the cost of raw material
in stores.
c. Give the arguments against the inclusion of these items as a part of the cost of raw material
in stores.

No. 4 (15 points)
State whether in financial accounting each of the following items is commonly included in current
operations or deferred in some manner. Also explain fully how effectively or ineffectively the
usual procedure matches costs with revenue:
(1) Purchase discounts.
(2) Selling expenses.
(3) Plant rearrangement costs.

GROUP II
[Answer any fou r questions in this group. No credit w ill be given fo r additional answers and, i f
more are submitted, only the first fou r answers w ill be considered.]

No. 5 (12½ points)
The following data relate to Federal income-tax regulations. Answer all parts. Your grade
will be based on the number of correct answers. No reasons need be given to support your answers.
List the numbers and opposite each number show the letter that identifies the correct answer.
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a. Ash died January 1, 1943, and by his will established a trust providing among other things
that the entire net income should be paid to his widow Bertha for and during her life in at least
quarterly installments. Ash further provided that the trustee should have full power to deter
mine whether any receipt constituted income or principal. Both Bertha and the trust kept
books on the cash basis and for the calendar year.
During 1948, the trustee received:

1. Dividends from domestic corporations:
Cash dividends.............................................................................................................
Stock dividend—25 shares common stock of X Corporation having a fair
market value of $10 per share (Corporation has only one class of shares

outstanding).......................................................................................................
2. Interest from:

$25,000

—

City of Bluffton, Indiana, direct obligation public improvement bonds..............
Mortgage bonds—domestic corporations..................................................................

2,500
7,500

3. From sale of 150 shares of Y Corporation....................................................................
(Included in Ash’s gross estate for Federal estate tax purposes a t a total value of
$900)

1,500

By December 31, 1948, the trustee had distributed to Bertha all the net income in respect
of interest and dividends and also, in accordance with the state law, the 25 shares of X Cor
poration which were received as a stock dividend. On December 30, 1948, the trustee also
determined that the gain on the sale of Y Corporation shares constituted income and should
be distributed to Bertha, but the $600 was not paid over to h e r until January 10, 1949.
If Bertha has no other income, her taxable gross income for Federal income tax purposes for
1948 will all be trust distributions. Which of the following items will be included therein?—
(1) Dividends of (a) $25,000; (b) dividends of $25,250; (c) dividends 0, the trust paying the
tax.
(2) Interest of (a) $10,000; (b) interest of $7,500; (c) interest of 0, the trust paying the tax.
(3) (a) Long-term capital gain of $600; (b) ordinary income in the amount of $600 in respect
of the profit on the sale of Y stock; (c) no amount in respect of the sale of Y stock, the
trust paying the tax on what was a capital gain to it; (d) no amount in respect of the sale
of Y stock because she did not actually receive the $600 until January 10, 1949.
b. The following items are to be considered in the X Corporation’s 1948 Federal income tax return:
1. January 1, 1948, the Corporation purchased factory and site, paying $20,000 and assuming
a mortgage of $40,000. The land was valued a t $10,000 and the building had an estimated
remaining useful life of 20 years with an estimated salvage value a t the end of that period
of $5,000.
2. The Corporation paid or provided for the accrual of the following taxes:
State income taxes accrued during the year............................................................
General real property taxes accrued during the year..............................................
Special assessment taxes paid for paving of street along front of building...........

$12,000
1,600
2,000

3. July 1, 1948, the Corporation paid a dividend in kind in shares of the Y Corporation acquired
in 1928 at a cost of $10,000 and having a fair market value of $1,000 at date of distribution.
4. December 1, 1948, the Corporation sold an unimproved lot for $500 to Adams, a stockholder.
The lot cost the Corporation $6,000 in 1945. X Corporation has only one class of stock out
standing owned as follows:
Adams...................................................................................
21%
Adams’ wife................................. ............................................................................ 21%
Adams' children......................................................................................................... 15%
Y Corporation............................................................................................................ 43%
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In its return for 1948 which of the following items may X Corporation deduct?
(1) Depreciation on building of (a) $2,250. (b) $250, (c) $500, (d) $2,000.
(2) Taxes in the amount of (a) $12,000, (b) $1,600, (c) $13,600, (d) $15,600, (e) $3,600.
(3) Loss on property distributed as a dividend of (a) $9,000, (b) $4,500, (c) to the extent
of gains plus $1,000 or net income whichever is less, (d) 0.
(4) Loss to the corporation on sale of property to Adams would be (a) $5,500, (b) $2,750,
(c) to the extent of gains plus $1,000 or net income whichever is less, (d) 0.

No. 6 (12½ points)
The retirement method of accounting has frequently been advocated for use by public utility
concerns. This method proposes that no reserve should be set up for depreciation, but that the cost
of assets retired should be charged against operating revenue of the period in which the retirement
is made. The use of a small reserve, for the purpose of approximately equalizing such charges be
tween years, is a modification of the retirement method, usually being identified as the retirement
reserve method. It does not contemplate a reserve such as a depreciation reserve but merely an
equalizing reserve. In some instances the cost of property retired is not eliminated from the ac
counts, but replacements in kind are charged to revenue of the period in which they are made.
Some of the arguments advanced for the retirement method are as follows:
(a) In dealing with a combination of a large number of units of fixed property which are used
as a unit in production, there is continuous replacement of various units. Through this
replacement of property and through maintenance of the property there is never a loss of
serviceability or efficiency of the property. In fact in some instances, such as a railway
roadbed, serviceability increases with aging. Therefore, sufficient charges against income
to provide for maintenance and replacement when it occurs, are all the charges that are
warranted.
(b) In the case of a railroad or other public service business, there is no expectation of complete
retirement of productive assets; therefore, there is no need to provide a reserve designed to
amortize the cost of such assets. Since the public must pay a rate sufficient to provide such
a reserve, if one is set up, it is unfair to impose this added cost on the consumers who would
not benefit from the cash accumulated from this higher rate.
(c) Rates of depreciation are based on service life, and it is impossible to estimate service life
for units of property with any reasonable degree of accuracy.
You are to give the arguments against the use of the “retirement method” or the” retirement
reserve method” of accounting.

No. 7 (12½ points)
A client is entering into a partnership agreement and requests that you present the advantages
and disadvantages of using “Average Capital” as a basis for distributing to the partners the profit
or loss of the partnership, including a complete statement of the reasons for your conclusions.

No. 8 (12% points)
The P corporation has investments in several other companies. The question has arisen as to
which of these affiliated companies should be included in consolidated statements of the P cor
poration and its subsidiaries.
State three conditions that should be met before any particular company is included in the
consolidated statements and justify or give the reason for each condition.

No. 9 (12½ points)
A manufacturing company, in order to improve its relationship with its principal supplier of
raw materials, decides to acquire some of its common stock. The following terms are finally agreed
upon: The supply company is to be issued 5,000 shares of the manufacturing company’s no-par
common stock. This stock has a stated value of $25 per share and is currently selling in small lots
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a t approximately $45 per share. In return for these 5,000 shares, the supply company will give the
m anufacturing company 2,000 shares of its $100 par value common stock now held in its treasury.
T he supply company’s stock is currently quoted a t about $90 per share. The supply company has
25,000 shares of common issued and it will all be outstanding after completion of the exchange.
Discuss fully the reasons for and against a t least three bases of valuation which might be con
sidered by the manufacturing company for recording the 2,000 shares of supply company stock it
will receive. (Do not include income-tax considerations.)
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Auditing

November 18, 1949; 1:30 to 5 p.m.
GROUP I
[Answer all questions in this group]

No. 1 (12 points)
You are to verify the finished goods inventory of a manufacturer in connection with an annual
audit.
Present, in outline form, a complete audit program such as would ordinarily be followed in the
verification.

No. 2 (10 points)
List and give briefly the purpose of all audit procedures which might reasonably be taken by an
auditor to determine that all fixed asset retirements have been recorded on the books.

No. 3 (15 points)
You have been employed to make an audit for the first time of the Crawford Corporation for the
year ended December 31, 1948. Your investigation of the single prepaid expense and deferred
charge account disclosed the information given below.
You are required to:
a. Prepare the adjusting journal entries necessary to correct each individual item if, in your
opinion, an adjustment is necessary.
b. Briefly state the procedure you would follow in the audit of each debit in the account.
Prepaid Expenses and Deferred Charges

Debit

1. Interest..................................................................................................................
(Interest paid in advance on a $30,000, one-year, 4% note, dated October
31, 1948, to the First National Bank.)

$1,200.00

2. Accounts receivable..............................................................................................
(This represents an entry of September 30, 1948, made to the credit of the
accounts receivable controlling account for the purpose of agreeing the con
trolling account with the sum of the subsidiary account balances; the dis
crepancy had existed for three years.)

476.20

3. Flood damage.......................................................................................................
(This represents an uninsured loss from damage to factory machinery
caused by a river flood in March, 1948.)
4. Bond discount.......................................................................................................
(This represents the discount on $200,000 of 3%, 20-year, first mortgage
bonds, sold January 2, 1947.)
5. Organization expense...........................................................................................
(This represents legal fees incurred when capital stock of no par value was
issued to replace the outstanding par value capital stock in 1948.)

4,765.00

5,000.00

800.00

No. 4 (13 points)
The Jones Manufacturing Company, Inc. earned during the calendar year 1948 a profit of
$64,000 before providing $32,490 for Federal income taxes. The company is on a calendar-year
basis for Federal income tax purposes.
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The above profit reflects certain items charged or credited thereto during the year which were not
in the routine course of manufacture and sale, as follows:
1. The company made a provision to the reserve for bad debts of $2,000 and charged against the
reserve $1,500 of accounts written off.
2. The company charged to expense and credited to a reserve for inventory writedowns the
amount of $4,000. No writedowns were made during the year as the reserve was in anticipa
tion of possible market declines.
3. The company sold for $1,500 equipment having an original cost of $2,000 and accumulated
book depreciation thereon of $1,000, earning a book profit of $500. which was credited to
income.
Following is an analysis of surplus as shown by the books:
Surplus January 1, 1948......................................................................................................
Add:
N et profit for year (after taxes).................................................................................
Excess reserve for contingencies no longer required...............................................
Real estate taxes for prior years refunded in 1948 because of original overassess
m ent............................................................................................................................

$128,000
31,510
15,000
2,000

Less—Dividends paid......................................................................................................

$176,510
40,000

Surplus December 31, 1948............................................................................................

$136,510

You are informed that, while the company provides on its books for depreciation on machinery
and equipment a t 10%, the United States Treasury Department has consistently allowed the com
pany, since inception, depreciation computed a t 5%. The excess unallowable depreciation for 1948
amounts to $2,500. The company, on the accrual basis, provides for bad debts through a reserve,
b ut previously adopted the charge-off method of claiming bad debts for tax purposes. Its basis of
inventory valuation for both accounting and tax purposes is cost or market, whichever is lower.
You are furnished the following computation of taxable income:
N et income per books (before taxes)........................... ....................................................
Add:
Provision for inventory reserve....................................................................................
Excess of book depreciation over allowable depreciation on machinery and equip
m ent.............................................................................................................................
Excess reserve for contingencies credited to surplus...............................................

$64,000

Taxable income......................................................................................................................

$85,500

Provision thereon (at 38% of taxable income)..................................................................

$32,490

4,000
2,500
15,000

You are to prepare a corrected computation of taxable income and income tax expense for the
year. Comment very briefly upon any changes in the company’s computation made by you. State or
local income taxes are not to be considered.

No. 5 (10 points)
The Bickers Company, for 20 years manufacturers of "Washwell” washing machines, sells its
product under a 5-year guarantee against defective production.
A t December 3 1 , 1948, its balance-sheet included among its current liabilities the item, "Reserve
for product guarantees—$84,325.” This account has been credited with $5 for every machine
sold and debited with amounts paid dealers who have serviced machines pursuant to the terms of
the guarantee, and with other expenditures incurred in accordance with the terms of the guarantee.
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The retail price of the machine during the last five years has ranged from $150 to $250, b u t the
am ount credited to the guarantee reserve has been on the same basis during this period. T he price to
dealers allows them a margin of 40% of the retail price, o u t of which they are to pay all installation
costs and provide all labor required to comply w ith the term s of th e guarantee. P arts and m aterials
used in carrying out guarantee term s are charged to Bickers a t cost to th e dealer. If it is necessary
to return the machine to the factory, the Bickers C om pany pays transportation and all servicing
costs. Such costs are accum ulated on a blanket work order for each m onth. The company obtains
from each dealer claiming reim bursem ent for parts used, a detail list of parts, the custom er’s
name, the serial n u m b er of the machine, and a certification as to the work having been done. T his is
approved by the company service manager.
Assuming this is your first au d it of th e Bickers Company, prepare an au d it program for the
verification of the “ Reserve for product guarantees.”

GROUP II
[Answer any four questions in this group. No credit will be given for additional answers and, if
more are submitted, only the first four answers will be considered.]

No. 6 (10 points)
In connection with various steps, other than those concerned directly with notes and mortgages
payable in the usual annual audit, the au d ito r’s verification work assists him in determ ining th a t
all notes and mortgages payable are properly recorded on the books of his client. L ist eight of these
procedures, stating the manner in which each procedure aids in determ ining th a t notes and m ort
gages payable are correctly recorded.

No. 7 (10 points)
S tate w hat auditing procedures should be followed, including w hat documents you would wish to
inspect, in determ ining the correctness o f:
a. Wages.
b. Sales allowances.

No. 8 (10 points)
You are engaged to make the regular annual au d it of a large transient hotel. S tate the au d it pro
cedure you would follow in connection with the income from guest rooms.

No. 9 (10 points)
In connection with an annual aud it of a corporation engaged in m anufacturing operations, it is
custom ary to read the m inutes of the meetings of the stockholders and of the board of directors.
N ame ten im portant items th a t m ight be found in the m inutes of the meetings held during the
period under review which would be of interest and significance to the auditor.

No. 10 (10 points)
You have been engaged to au d it the accounts of a partnership operating as insurance agents,
selling fire and casualty insurance.
a. You are to state the records and reports which you would expect to find th a t deal with the
agents’ relationship with the insurance companies.
b. You are to state briefly the au d it procedure you would follow to verify the liability to the
companies.

No. 11 (10 points)
You have been making the annual au d it of a m anufacturing company as of December 31 for
each of the past five years and have been engaged for this year. T he company has a good system of
internal check and control. In order to spread ou t your work as much as is feasible, you wish to do
as much interim work as can profitably be done on this engagement, starting about Novem ber 1.
Outline the principal work which could reasonably be done during November.
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November 18, 1949; 9 a.m. to 12:30 p.m.
[The purpose of these questions is to test the candidate’s knowledge of textbook treatment of
problems inherent in business transactions and the audit thereof. Except for objective type
questions, credit will not be given for an answer unaccompanied by a statement of reasons.
Answers to questions involving negotiable instruments, partnerships and sales should be based
on the provisions of the pertinent uniform laws.]

GROUP I
[Answer all questions in this group]

No. 1 (10 points)
a. Describe the relationship of principal and agent, so as to distinguish it from the relationship of
an independent contractor.
b. In what three ways may an agency relationship be created?
c. State two situations in which notice to an agent is not notice to his principal.

No. 2 (10 points)
a.
b.
c.
d.

What is a contract?
Name four requirements that are essential to make a contract enforceable at law.
Name an exception to the general rule that the rights arising under a contract may be assigned.
What five types of contracts must be in writing in order that an action may be enforced thereon?

No. 3 (10 points)
a. Where a negotiable instrument is ambiguous, what are the rules of construction and inter
pretation as to:
(1) Conflict of words and figures?
(2) Instrument provided for payment of interest without specified date from which interest
is to run?
(3) Undated instrument?
(4) Conflict between written and printed provisions?
(5) Instrument containing words “ I promise to pay" signed by two persons?
b. Name five defenses available to the maker of a promissory note as against a “holder in due
course.”

No. 4 (10 points)
a. Describe a bailment so as to distinguish it from:
(1) Mortgage.
(2) Pledge.
(3) Sale.
b. What may be the subject matter of a bailment?
c. Who is responsible for expenses incurred in connection with a compensated bailment?

No. 5 (10 points)
a. A partnership agreement provided for a definite term. Upon the expiration of that term, the part
nership was continued without any new agreement. How did this affect the partnership?
b. Name five ways in which a partnership may be dissolved.
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GROUP II
[Answer any five questions in this group. No credit will be given for additional answers and,
if more are submitted, only the first five answers will be considered.]

No. 6 (10 points)
a. Allen owes B urt two m atured debts, one for $500 and the other for $800. A fter the $500 d eb t is
barred by the statu te of limitations, Allen makes a paym ent on account of $400, b u t neither party
says to which debt the paym ent applies.
(1) To which debt does the paym ent apply?
(2) W hy?
b. A braham leases a building to Benjamin for ten years w ith an option to buy for $50,000 on terms
to be agreed upon. Benjamin occupies the building, making extensive repairs and im provements
a t a cost to him of $10,000. W ithin the tim e allowed in the option, he gives notice of his accept
ance of A braham ’s offer to sell. A braham refuses to agree upon term s and repudiates the contract
to sell. Benjamin then tenders $50,000 in cash.
(1) Can Benjamin obtain specific performance and a deed of conveyance?
(2) W hat is the significance of the phrase “ term s to be agreed upon,’’ and w hat, if anything,
is the significance of the fact th a t there were extensive im provem ents made by Benjamin?

No. 7 (10 points)
A common carrier accepted a shipm ent of goods a t Chicago for delivery to a buyer in Boston,
Massachusetts. The goods were in tran sit between the two cities. S tate and explain briefly whether
the carrier would be liable to the owner of the goods if they were destroyed under the following
conditions:
(1) T he goods were destroyed by a fire caused by a bolt of lightning.
(2) T he goods were destroyed by a rio t of 100 people.
(3) A discharged employee, holding a grudge against the carrier, caused a wreck which destroyed
the goods.
(4) T he goods were destroyed by a fire caused by the negligence of an employee of the carrier.
(5) The goods were destroyed because of im proper packing by the shipper of the goods.

No. 8 (10 points)
a. Smith was a surety on Paul’s contract with Carr. T he statu te of lim itations barred actions on
such contracts and on all debts five years after m aturity. Four years after m aturity, Smith paid
C arr for P aul’s default on th e contract. Two years later, Smith sued Paul for reimbursement.
Paul pleads the sta tu te of lim itations.

(1) Can Smith recover?
(2) Why?
b. A is principal and S is surety on an obligation to C. On default C sues A and attaches A ’s auto.
Because A needs the use of his auto in his business he obtains its release by furnishing a bond
signed by D. Judgm ent is obtained by C, which is paid by D so as to be released on his bond.
D seeks contribution from surety S.
(1) Can D obtain contribution from surety S?
(2) W hy?
c. A, B and C were partners. S was their surety on a continuing guaranty to E. A retired from the
partnership. The business was continued by B and C. Thereafter, new credits were extended by
E, upon which the partnership defaulted.
(1) Is S, the surety, liable to E on the last extension of credit?
(2) W hy?
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No. 9 (10 points)
a. The X Fuel Corporation and the Y Iron Corporation enter into an agreem ent to form a partn er
ship, known as the X Y Company, for the m anufacture and sale of steel bars and sheets.
(1) C an the corporations form such a partnership?
(2) W hy?
b. A stock certificate is stam ped “ transferable only on the books of the corporation.”
(1) Can ownership of such a stock be transferred from one holder to another w ithout register
ing transfer on the books of the corporation?
How may a transfer be made?
(2) Explain and give the reasons for your answer.
c. In general, w hat are the rights of existing stockholders to acquire new stock:
(1) W here there is an increase in capital stock of the corporation?
(2) As to stock which had been previously issued b u t which has been reacquired by the issuing
corporation?

No. 10 (10 points)
a. S sold an automobile to B for $1,500. S made the following untrue statem ents to induce B to
buy the car.
(1) “This car is a 1948 model.” In fact, it is a 1947 model. Would you allow B to recover
damages from S for breach of w arranty? W hy or why not?
(2) “ You won’t have to spend a cent for repairs for the next 5,000 miles.” B spent $100 for
repairs to keep the car serviceable and in running order before he had driven 2,000 miles.
Would you allow B to recover damages for breach of w arranty from S? W hy or why not?
(3) “This car was owned by Mr. X who always kept it in repair.” I t was owned by M r. Z as
B knew. Would you allow B to rescind because of this statem ent? W hy or why not?
b. Does good faith on the p art of a seller in making a statem ent which is untrue, have any effect
on his liability for breach of w arranty? W hy or why not?

No. 11 (10 points)
[On your paper you are to write the numbers 1 through 10. Opposite each number you are to write
the word “true” if the statement is true and the word “false” if the statement is untrue. Grade will
be based on the number of correct answers. No reasons need be given.]
(1) A t common law dower of a widow consists of a life estate in one-half of the real estate owned by
her husband during their married relationship and not released by her during th a t time.
(2) A joint tenancy of land cannot be destroyed unless all the joint tenants assent thereto.
(3) Property held by tenants in common can be effectively leased by a m ajority of the tenants,
over the protest of the minority.
(4) A life ten an t of real property has no right to cut tim ber therefrom, sell it and retain the proceeds,
unless tim ber operations were underway or anticipated a t the time the life estate was created.
(5) A person who leaves a will is said to die intestate.
(6) A life tenant's interest in real property may no t be sold.
(7) A life tenant of real property has no right to mortgage his interest without the consent of the
remainderman.
(8) A quitclaim deed to real property effectively passes good title to the grantee if the grantor had
good title.
(9) A w arranty deed, completed in detail, is not effective until it has been delivered.

(10) A will has no effect on title to property owned by the maker until the maker dies.
7S

Commercial Law
No. 12 (10 points)
[On yo u r p a p e r y o u are to w rite the nu m b ers 1 through 10. O pposite each n u m b er y o u are to w rite
the w ord “tru e ” i f the sta tem ent is tru e a n d the w ord “fa ls e " i f the statem ent is u n tru e. Grade w ill
be based on the n u m b er o f correct answ ers. N o reasons need be given.]

(1) Under no circumstances may a person who knows of a defense to a negotiable instrum ent take
it free of th a t defense.
(2) A person who pays less than the face value of a negotiable instrum ent may not be a holder in
due course for the full am ount of the instrum ent.
(3) A qualified endorsement of a negotiable instrum ent bars later takers from being holders in
due course.
(4) The holder of an “order” negotiable instrum ent cannot transfer any right to the instrum ent
w ithout an endorsement of it.
(5) A note otherwise negotiable is made non-negotiable if the holder a t his election may take either
money or designated property as paym ent.
(6) A drawee bank which has paid a check made payable to the order of the payee b u t bearing
only his forged endorsement, followed by several genuine endorsements, m ust a t the request
of the drawer eliminate the charge against the draw er’s account.
(7) A drawee bank has no obligation to the holder of an ordinary check even though the drawer
has an adequate balance with which to meet it.
(8) The negotiability of a check is not affected by reason of the fact th a t it is post-dated.
(9) An endorsement “ Pay to A for collection” is a restrictive endorsement.
(10) The acceptor of a bill of exchange is not liable on the bill if the signature of the drawer is
forged.
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May 17, 1950; 1:30 to 6 p.m.
[Solve Problems 1 and 2 and either Problem 3 or 4]

No. 1 (12 points)
The Lee Roberts Manufacturing Company used a standard cost system in accounting for the
cost of its single product. Their standard was set as follows:
Standard output per month—10,000 units.
Standard direct labor per unit—8 hours @ $1.30 per hour.
Standard direct material per unit:
Material P—10 pounds @ $.275 per pound.
Material Q—5 units @ $.64 per unit
Total standard cost per unit including overhead on a direct labor hour basis—$23.55.
The following operating data were taken from the records for the month of March 1950:
In process first of month—none.
Completed during month—8,000 units.
In process end of month—1,000 units, which are one-half complete as to labor and have had all
of material P issued for them and sufficient material Q for one-half of them.
Direct labor was $88,440 which was a t a rate of $1.32 per hour.
Material issued to production:
94,000 pounds of P @ $.26 per pound.
42,600 units of Q @ $.65 per unit.
Overhead for the month amounted to $61,640.
You are to prepare a schedule showing the variance of actual cost from standard cost and an
analysis of variance for labor and material, separating each into the factors which caused them.
Show all computations supporting your schedule.

No. 2 (13 points)
As of December 31, 1948, the X. B. Manufacturing Company, with outstanding capital stock of
$30,000, had the following assets and liabilities:
............................
............................
............................
............................
............................
............................
............................
............................

Cash.....................................
Accounts receivable...........
Raw material inventory..
Work-in-process inventory
Finished goods inventory.
Prepaid expenses...............
Fixed assets (net)..............
Current liabilities...............

$ 5,000
10,000
4,000
2,000
6,000
500
30,000
17,500

( Continued on following Page)
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During the year 1949, the surplus account increased 50% as a result of the year’s business. No
dividends were paid during the year. Balances of accounts receivable, prepaid expenses, current
liabilities and capital stock were the same December 31, 1949 as they had been on December 31,
1948. Inventories were reduced by exactly 50% except for the finished goods inventory which was
reduced by one-third. Fixed assets (net) were reduced by depreciation of $4,000, charged threefourths to manufacturing expense and one-fourth to general expense. Sales were made a t 50%
above their cost of $40,000. Direct labor cost was $9,000 and manufacturing expense was applied
a t a rate of 100% of labor cost, leaving $2,000 unapplied which was included in the cost of goods
sold. Total general expense and selling expense amounted to 15% and 10% respectively of the
gross sales.
You are to prepare a Balance-Sheet as of December 3 1 , 1949, and a Statement of Profit and Loss
for the year 1949 including therein or in a separate schedule the details of Cost of Goods Manu
factured and Sold. Support the formal statements with worksheet or “skeleton” ledger accounts.

No. 3 (25 points) (Optional with Problem 4)
The Town of Elm Springs built a town hospital on land previously owned by the town. The
building was completed on March 1 , 1949. Since that date the hospital has been under the control
of a superintendent. He has rendered monthly reports to the town mayor, but these reports have
been on a cash basis and have not shown separation of amounts by funds. You have been employed
by the town government to prepare financial statements for the ten months ending December 31,
1949, and to do certain other work in connection with setting up an accounting system for the hos
pital operations. The town wants the financial statements to be on an accrual basis, to the extent
such basis is appropriate, and to follow usual fund accounting practices. From the information pre
sented below, you are to prepare statements showing income and expense and financial position.
(1) The total contract price of the buildings was $240,000. The contractor was paid in the following
manner:
(a) Cash of $120,000 which was a contribution by the Federal government toward the hospital
cost.
(b) Cash of $25,000 contributed by the county government toward the cost.
(c) Hospital bonds issued by the town to the contractor in the amount of $100,000. These bonds
are 5% bonds dated 1/1/49, due in ten years, interest payable semi-annually. They are
general obligation bonds of the town but the town wishes to treat them in the hospital fund.
(2) Equipment was initially obtained as follows:
(a) Purchased by the town for cash—$35,300.
(b) Purchased out of cash donations made by citizens for that purpose—$9,800.
(c) Donated equipment which had an estimated value of—$11,000.
(3) The statement of cash receipts and disbursements, exclusive of items described above, for the
ten months was as follows:
Received from patients:
Rooms and meals......................................................................................................
Fees.............................................................................................................................
Out-patients...............................................................................................................
Miscellaneous income from meals, etc............................................................................
Received from estate of James Johnson, M .D..............................................................
Miscellaneous donations...................................................................................................
Received from Beulah Jenkins........................................................................................
Donations from churches.................................................................................................
Received from county for county charity patients—room and meals.......................
Income from rents.............................................................................................................
Income from bonds...........................................................................................................
Total cash received (carried forward)............................................................
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$105,314
6,170
4,201
515
25,000
10,410
32,500
1,850

940
2,000
2,125

$191,025
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Total cash received (carried forward)............................................................

$191,025

Payroll and taxes thereon paid.......................................................................................
Stores and supplies purchased.........................................................................................
Equipment purchased.......................................................................................................
Expense of operating rented property............................................................................
Miscellaneous expenses (including bond interest of $2,500)........................................

$ 96,200
34,180
27,250
700
4,170

Total cash disbursed.........................................................................................

$162,500

Balance of cash 12/31/49.................................................................................................

$ 28,525

(4) Investigation revealed the following additional information:
(a) Patients’ accounts on the books as of December 3 1 , 1949 amount to $9,403 distributed as
follows: For room and meals—$7,310; for laboratory and other fees—$1,095; for out
patients—$998. I t is estimated that $500 of these accounts will never be collected.
(b) As of December 31, 1949 accrued unpaid wages, etc. amounted’to $5,234; unpaid supply
invoices amounted to $6,810 and accrued utilities amounted to $174. The analysis of mis
cellaneous expenses shows that there is $330 of prepaid insurance. Kitchen and other sup
plies on hand amounted to $1,760 a t cost.
(c) I t has been decided to charge current income with depreciation on general hospital property
a t the following annual rates based on the year-end balance of the asset accounts:
Buildings—2%
Equipment—10% and 20%
All equipment will take the 10% rate except for $18,500 of minor items of equipment,
which will be depreciated at the 20% rate. Depreciation is to be computed for a full year.
The reserve is not to be funded.

(d) The following facts were determined in respect to the donations:
(1) The donation from the estate of James Johnson, M.D. was received July 1 , 1949. It
consisted of two houses and $25,000 in cash. The terms of the bequest provided that
the cash is to be invested and that the income therefrom and from the houses is to be
used for the purchase of surgical equipment. The houses had a market value of ap
proximately $30,000 of which amount $5,000 was for the land. The estimated life of the
properties from date of the gift was 25 years. The houses were rented and in addition to
the $2,000 of rent received there was $150 receivable as of December 31, 1949. All
expenses on the houses for the year have been paid and are included in the disburse
ments. No purchase of surgical equipment has been approved.
(2) The miscellaneous donations were made for general purposes of the operation of the
hospital.
(3) The Beulah Jenkins donation received June 1, 1949 consisted of cash and of $50,000
face value of X Corporation 4)4% bonds. Interest dates are June 1 and December 1.
The provisions of the gift were: “The amounts are to be invested by said trustees in ac
cordance with applicable law governing trust investments and the income derived there
from is to be used to defray or help to defray the necessary hospitalization of such
indigent women as the trustees shall designate upon application by their physician.”
The trustees were designated in the document. These trustees have accepted but have
never met or transacted any business.
(4) The donations from churches are to apply toward purchase of an “iron lung.” No
order has yet been placed for such equipment.
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No. 4 (25 points) (Optional with Problem 3)
The Capital Company finds that it is unable to pay a year-end cash dividend without borrowing.
However, its profits for the year 1949, shown by its books as $83,485, were the largest in its history
of operations. Some of the directors are puzzled as to the reason for the small cash balance and
weak current position. The accounts have not been audited, but the company management engages
you to assist them in preparing an explanation of the situation for the directors. As a part of your
engagement you are to prepare a formal statement showing source and application of funds, accept
ing their profit figure of $83,485 as a starting point.
Prepare a suitable statement showing source and application of funds.
The following information is available:
TRIAL BALANCES
Post-Closing
12/31/48
Account
Debit
Credit
Cash........................................................................ .. $ 25,000
18,000
Accounts receivable..............................................
$ 1,500
Reserve for loss on accounts................................
Instalment notes receivable.................................
30,000
Inventory of materials.........................................
19,000
Inventory of finished goods.................................
2,000
Inventory of supplies............................................
42,500
Investment in S. Co. (50% of stock).................
10,000
Land used in business...........................................
20,000
Land not used in business....................................
90,000
Buildings................................................................
60,000
Reserve for depreciation of buildings.................
Machinery..............................................................
170,000
80,000
Reserve for depreciation of machinery..............
14,000
Goodwill and patents............................................
3,000
Bond discount unamortized.................................
1,000
Prepaid insurance..................................................
48,000
Accounts payable.................................................
10,000
Notes payable........................................................
15,000
Accrued liabilities..................................................
50,000
Bonds payable—4 % .............................................
10,000
Reserve for future inventory price declines. . . .
10,000
Reserve for contingencies.....................................
15,000
Reserve for preferred stock retirement..............
25,000
Preferred stock—6%, $100 p a r...........................
100,000
Common stock—$100 p ar....................................
Treasury stock—common—100 shares..............
20,000
Surplus....................................................................
Sales (net)..............................................................
Cost of goods manufactured and sold................
Selling and general expense.................................
Bond interest and discount.................................
Federal income-tax expense.................................
Loss on disposal of assets.....................................
Gain in value of assets.........................................
Reduction of depreciation reserve......................
Dividends and profits of S. Co............................
Miscellaneous income and expense.....................
$444,500

$444,500

Pre-Closing
12/31/49
Debit
Credit
$ 5,000
20,000
$ 1,800
25,000
22,000
13,000
2,500
47,275
25,000
90,000
36,100
191,000
72,050
17,000
2,160
1,500
47,500
15,000
18,000
40,000
2,000
5,000
5,000
25,000
100,000
10,000
20,500
188,000
142,000
28,075
2,040
5,600
3,000
25,000
45,000
6,900
700
$652,850

$652,850

( Continued on following page)
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Explanations of changes in certain of the accounts have been obtained. They show:
1. Provision for loss on accounts was one-half of one percent of net sales which was charged to
selling expense and credited to the reserve. Recoveries amounted to $500 which were netted
against the expense.
2. Investment in S. Co. has been debited with 50% of the profit of S. Co. and credited with a
cash dividend of $2,125 received. The contra entries have been to Dividends and profits of
S. Co. and to cash.
3. An appraisal was made of fixed assets as of January 1, 1949. I t was as follows:
Undepreciated
Value
Depreciation

Net
Value

Land used in business...................................................
Land not used in business............................................
Buildings.........................................................................
Machinery and equipment............................................

$ 25,000
30,000
140,000
210,000

$ 85,000
100,000

$ 25,000
30,000
55,000
110,000

T otal................................................................

$405,000

$185,000

$220,000

This appraisal was recorded by the following entry:
Land used in business..................................................................
$ 15,000
Land not used in business................... .....................................
10,000
Reserve for depreciation of buildings.........................................
25,000
Reserve for depreciation of machinery.......................................
20,000
Gain in value of assets.................................................................................
Reduction of depreciation reserve...............................................................

$ 25,000
45,000

The land not used in the business was subsequently sold for $27,000 payable $2,000 in cash
and the remainder in notes due in equal annual payments over a five-year period starting
7/1/50. The $3,000 difference between the sale price and the $30,000 undepreciated value was
debited to loss on disposal of assets. Depreciation, computed on an acceptable basis, was
charged to expense of the year in the amount of $13,150 Purchase of new machinery in the
amount of $21,000 was made for cash.
4. The company charged $5,000 of research and patent expenditures to the goodwill and patents
account and amortized against manufacturing cost, the amount of $2,000 of the previous
balance.
5. The company wrote off to bond interest and discount, one-fifth of the bond discount upon
retirement of $10,000 of the bonds at 94 on July 1, 1949. The regular amortization and the
result of the bond retirement, including profit, have been included in bond interest expense.
6. The company had $9,000 liability for income taxes included in the accrued liabilities as of
12/31/48. However, only $4,000 was paid; therefore the $5,000 was credited to surplus and
current expense charged with the estimated expense for 1949.
7. Because of price declines during the year, $8,000 of the reserve for future inventory price
declines was utilized by a credit to cost of goods sold.
8. During the year the company paid a $5,000 award rendered against them in a suit. The charge
was to a reserve for contingencies which had been created in 1948 because of this and other
pending suits.
9. During the year the company purchased 100 shares of its own preferred stock for $11,000. It
charged $10,000 to the preferred stock retirement reserve and $1,000 to surplus. I t has charged
surplus with $1,500 of preferred dividends paid and credited miscellaneous income with the
$300 which it kept because it owned 100 shares of the stock.
10. During the year the company reacquired 100 shares of its own common stock for $12,000. It
charged the $2,000 excess over par to surplus.
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May 18, 1950; 1:30 to 6 p.m.
[Solve all problems]

No. 1 (10 points)
The following information relates to Federal income taxes. Either use the answer sheet provided
herewith or list the identifying letters and numbers in a column and opposite each number give the
letter which identifies the correct answer. No reason need be given to support your answer. Your grade
will be based on the number of correct answers.
4. In preparing a Federal income-tax return, the following items are deductible in the year paid
by the taxpayer:
1. The total cost in the year acquired by a practicing CPA, of general accounting text and
reference books purchased, having an estimated useful life of ten years. (a) True, (b) False.
2. Dues paid by a CPA to the American Accounting Association and the National Association
of Cost Accountants. (a) True, (b) False.
3. Attorney’s fees incurred in defending an action of tort by a customer to recover for personal
injuries caused by a fall in the defendant’s place of business. (a) True, (b) False.
4. Accountant’s fees for services connected with litigation of income taxes of prior years which
was decided against taxpayer. (a) True, (b) False.

5. Fifty-dollar fine for traffic violation which occurred when taxpayer was on a business trip.
(a) True, (b) False.
6. Cost incurred by a business in training new employees.

(a) True, (b) False.

b. In preparing Federal income-tax returns for 1949, the four items described below should be
treated in which of the following ways:
(a)
(b)
(c)
(d)
(e)

As a short-term capital loss.
As an ordinary loss.
As a long-term capital loss.
As a loss not deductible for tax purposes.
In some other way.

The following items are not in any way related:
1. A non-business loan made by Jones in 1947, which became worthless in 1949.
2. Payne’s investment in 10 shares of the stock of X Corporation which he purchased on June 1,
1949 and which became worthless prior to December 31, 1949.
3. The investment of P, a domestic corporation, in the capital stock of its wholly-owned sub
sidiary, O Corporation, which became worthless in 1949. O Corporation derived its income
from manufacturing activities and its stock was acquired by P in 1944.
4. A bond of Y Corporation with interest coupons attached purchased by Smith in 1946 for
investment which became worthless in 1949.
c. In order to give officers and employees added incentive, the Bluffton Meat Smoke Company
adopted a program of issuing five-year stock options to key men. On December 2 4 , 1949, Allen
Numbers, Treasurer of the company, received a five-year option to purchase 1,000 shares of the
company’s treasury stock a t $25 per share. The stock was then quoted a t $26 per share on the
Wells County Exchange.
During 1949, Numbers paid interest in the amount of $1,200 to the Wabash Valley Bank on
the mortgage on his residence and also paid the bank interest of $175 on monies he had borrowed
to purchase bonds of the City of Bluffton as an investment.
(Continued on follow ing page)
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On December 30, 1949, in order to meet part of the principal payments on these obligations,
Numbers surrendered a paid-up policy of insurance on his life for the cash surrender value of
$4,000. Numbers had purchased this policy in 1940 for a single premium of $3,500.
In preparing his Federal income-tax return for 1949,
1. Numbers may deduct interest in the amount of (a) $1,375, (b) $1,200, (c) $175, (d) 0.
2. Numbers must include in gross income, in respect of the insurance policy cash surrender
value received, the amount of (a) $4,000, (b) $500 ordinary income, (c) $500 long-term
capital gain, (d) 0.

d. In addition to its other properties the Main Street Building Corporation owned three unim
proved lots. Each lot had been purchased in 1933 for $2,000 and each had a fair market value
on January 1, 1949 of $10,000. On that day the corporation declared and paid as a dividend
one lot to each of its three common stockholders, each of which held a third of the stock. None
of the stockholders were dealers in real estate. On July 10, 1949, common stockholder A sold
his lot to X, a dealer in real estate, for $11,000. On December 1, 1949, both stockholder B and
stockholder C sold their lots to X for $9,000 apiece.
1. On transfer of the lots as dividends the Main Street Building Corporation realized taxable
income in the amount of (a) $30,000, (b) $24,000 ordinary income, (c) $24,000 long-term
capital gain, (d) 0.
2. Each stockholder received a taxable dividend of (a) $10,000, (b) $8,000, (c) $2,000, (d) 0.
3. From the sale of his lot to X, A realized taxable income of (a) $11,000, (b) $9,000, (c) $1,000
ordinary income, (d) $1,000 long-term capital gain, (e) 0.
4. From the sale of their lots to X, B and C each realized taxable income of (a) $9,000,
(b) $7,000, (c) $1,000 ordinary loss, (d) $1,000 long-term capital loss, (e) 0.

e. On January 1, 1931, The Breakwater Corporation took out a policy of insurance on the life of
its president, J. B. Farmer. The policy was on a life-paid-up-at-age 65 basis and the insurance
will be paid up on January 1, 1955, when Farmer becomes eligible for retirement under the
corporation’s retirement program. The face amount of the policy is $100,000 and the annual
premiums are $3,000. On December 3 1 , 1948, the cash surrender value of the policy was $50,000
and on December 31, 1949, that value was $52,000, in each case before payment of premium due
the following January 1.
1. In respect of the $3,000 premium paid by the corporation on January 1, 1949, it may deduct
in preparing its 1949 Federal income-tax return the amount of (a) $3,000, (b) $2,000,
(c) $1,000, (d) 0.
2. The increase in cash surrender value of the policy during 1949 resulted in taxable income to
the corporation in the amount of (a) $2,000, (b) 0, (c) $1,000 ordinary loss.
3. If the corporation had surrendered the policy on December 31, 1949, it would have had a
deductible loss in the amount of (a) $5,000 ordinary loss, (b) $5,000 long-term capital loss,
(c)0.
4. If J. B. Farmer had died on December 31, 1949, the corporation would have received the
face amount of $100,000 and would have had taxable income in the amount of (a) $43,000
ordinary income, (b) $43,000 long-term capital gain, (c) $48,000 ordinary income, (d) $48,000
long-term capital gain, (e) 0.
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No. 2 (10 points)
The Speculative Realty Company was organized and started operations in January, 1949. It is
engaged in acquiring unimproved land and dividing it into lots for sale as home sites. Realizing
(a) They purchased 120 acres of land for sub-division at a cost of $48,000 payable in cash and
divided the land into lots of 100 ft. width and 120 ft. depth, obtaining a total of 310 lots. The
remaining area was devoted to streets and other general purposes. The lots were priced accord
ing to location as follows: The A lots were listed to sell for $1,500 each, B lots for $1,000 each
and C lots for $800 each. There were 80 A lots, 100 B lots and the remainder were C lots.
(b) Costs and expenses incurred in 1949 were as follows:

Legal fees for purchasing land, surveying fees, etc.................................................
Grading contract........................
Water and sewerage system contract.......................................................................
Paving contract...........................................................................................................
Building model home which is to be offered for sale and expected to yield a profit
Advertising and publicity...........................................................................................
General office expense of which one-fourth is considered applicable to the period
after development of the lots has been completed.............................................
Sales manager’s salary................................................................................................
Sales commissions.......................................................................................................

$ 6,000
22,500
18,490
26,630
13,500
7,300
23,600
9,000
2,210

(c) Sales during 1949 were as follows all a t the prices listed above:
A lots—26; B lots—32; C lots—12
All lots were sold with a one-quarter down payment except six of the A lots which were collected
For in full. The notes taken were payable in three installments starting one year from date of sale.
Ignore interest on the notes.
Prepare a statement, supported by all necessary computations presented in good form, showing
the net profit of the company for the year 1949.

No. 3 (30 points)
You have been engaged to audit the Thomas Trading Company as of December 31, 1949. A
summary of the general ledger accounts is presented below. Based on the transactions as stated and
the supplementary information, you are to prepare working papers which show in detail “Ledger
Balance 12/31/49,” “Audit Adjustments,” “Profit and Loss for Year,” and “Balance-Sheet
12/31/49.’’ Columns for ‘‘Surplus Changes’’ may be included or entries to ‘‘Surplus’’ may be shown
in the other columns provided such entries are clearly identified as applicable to “Surplus.”
Key all audit adjustments and in journal form present the adjusting entry together with a brief
explanation of the purpose of or reason for the entry. A worksheet for Balance-Sheet accounts and a
separate worksheet for Profit and Loss accounts may be prepared. T here are no p o stin g errors or
mathematical errors in the trial balances or in the transactions for the year.
( Continued on follow ing page)
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20,000

Inventory................................................................
U. S. tax notes........................................................
Marketable securities...................................
Life insurance—company president ....................
Investment in B Co. (90% owned) .....................
L and ........................................................................
Buildings ............................................... .................
Accumulated depreciation—buildings ...........
Machinery...............................................................
Accumulated depreciation—machinery...............
Goodwill..................................................................
Unamortized bond discount .................................
Prepaid expenses....................................................
Accounts payable ...................................................
3,000
1,000

100,000

10,000
200,000

3,000
7,000

17,000

Accounts receivable...............................................

C ash......................................................................... $ 8,000

Account

Debit

Credit

Summary of Transactions

(n)

(o)
(o)
14,000 (u)
2,000 (g)
2,000
12,000 (p)

10,000

20,000

11,000
14,000
5,000

4,000

(b )$ 181,000 (c) $ 152,000
(g)
205,000 (e)
31,000
(j)
40,000 (f)
42,000
(l)
4,000 (h)
102,000
(r)
10,000 (i)
5,000
(k)
7,000
(m)
9,000
(n)
10,000
(t)
30,000
(w)
3,000
(a)
190,000 (b)
180,000
(i)
5,000
(t)
15,000
(q )
30,000
(f)
2,000
(f)
10,000
(e)
1,000
(f)
30,000

(t)
(h)
(d)
12,000 (c)

50,000

$ 50,000

Credit

Ledger Balances
12/31/48

3,000

110,000

47,000
50,000
2,000
13,000
8,000
30,000
10,000
200,000

$ 57,000

Debit

20,000

61,000

$ 54,000

Credit

Ledger Balances
12/31/49
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Interest on bonds ...................................................

Bad debt expense ...................................................
Recoveries of accounts charged off in prior years
Dividend and interest income..............................

Depreciation expense.............................................

Expenses..................................................................

$369,000 $369,000

(e)

(c)
(p)
(v)
(t)
(e)
(v)
(y)
(o)
(s)

95,000 (x)
(k)
(x)

Surplus.....................................................................
Treasury stock........................................................

Sales.........................................................................
Purchases.................................................................

2,000
30,000

15,000 (m)
(z)
5,000
100,000 (h)
10,000 (u)
(w)

Reserve for bad accounts......................................
Common stock........................................................

Reserve for possible inventory price declines. ..
Bonds payable ........................................................
Reserve for losses...................................................

Reserve for 1948 and 1949 income taxes ............

$1,135,875

10,100

1,000

190,000

$733,075 $733,075

6,000

20,500
475

37,000

136,000

3,100

44,000
121,000

17,300
2,475

2,200
10,000
200,000

( Continued on follow ing page)

$1,135,875

1,000
10,000
100

2,000

190,000
30,000

(a)
140,000 (q)
20,000
5,000
1,000
24,000 (d)
15,000
5,500
15,000
475
(b)
(r)
(x)
6,000

4,000
7,000
100

100,000
14,000
3,000

5,000
200,000
15,000
5,500
3,800
475
10,000
4,000
30,000
4,000

(v)
(g)
(v)
(y)
(z)
(s)
(j)
(x)
(j)
(l)

9,000
3,800

Accounting Practice— P art I I

E xam ination Questions— M ay, 1950

Summary of Transactions Recorded During the Year
(a) Accounts receivable.......................................................................................
Sales........................................................................................................
Sales on account.

$190,000

(b) Cash................................................................................................................
Accounts receivable...............................................................................
Recoveries of accounts charged off in prior years.............................
Cash collections from accounts.

181,000

(c) Purchases........................................................................................................
Accounts payable..........................................................................................
C ash........................................................................................................
Purchases for the year and payment of the opening balance of
accounts payable.

140,000
12,000

$190,000

180,000
1,000

152,000

(d) Prepaid expenses...........................................................................................
Expenses.................................................................................................
Net change in prepaid expenses during the year.

2,000

(e) Expenses.........................................................................................................
Interest on bonds...........................................................................................
Life insurance—company president............................................................
C ash........................................................................................................
Disbursement for operating expenses, bond interest (including
interest deposited with trustee) and life insurance premium.

24,000
6,000
1,000

(f) Investment in B Co.......................................................................................
U. S. tax notes...............................................................................................
Marketable securities....................................................................................
Cash........................................................................................................
Disbursement on January 1, 1949 for stock of B Company,
tax notes and marketable securities.

30,000
2,000
10,000

(g) Cash................................................................................................................
Bonds payable.......................................................................................
Unamortized bond discount.................................................................
Issuance for cash on January 1 , 1949 of $200,000 of 3% twentyyear bonds at $102.50

205,000

(h) Bonds payable...............................................................................................
Unamortized bond discount.........................................................................
Cash........................................................................................................
Redemption a t $102 on January 1, 1949 of the outstanding
issue of 5% bonds which were due January 1, 1954.

100,000
2,000

2,000

31,000

42,000

200,000
5,000

102,000

(i) Accounts receivable......................................................................................
Cash........................................................................................................
Cash advance to the company president.

5,000

(j) C ash.........................................................................................................................

40,000

5,000

Common stock.......................................................................................
Surplus....................................................................................................
Issue for cash on June 30, 1949 of 10,000 shares of no-par com
mon stock a t $4 per share. (See comment under “Additional
Information, Item 3.”)
(k) Treasury stock..............................................................................................
Cash........................................................................................................
Purchase on July 31, 1949 of 2,000 shares of the company's
own common stock at $3.50 per share.

10,000
30,000

7,000
7,000

( Continued on following page)
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(l) C ash ......................................................................................................................
Treasury sto ck ............................................................................................
Sale a t $4 per share on A ugust 31, 1949 of 1,000 shares of the
stock reacquired on Ju ly 31, 1949. (See Item k above.)

$4,000

(m) Reserve for 1948 income tax es........................................................................
C ash ..............................................................................................................
P aym ent of 1948 income taxes in full.

9,000

(n) M achinery............................................................................................................
C ash ..............................................................................................................
Paym ent for machinery purchased on January 2 , 1949 together
w ith $200 freight and $800 installation cost.

10,000

(o) Depreciation expense.........................................................................................
Accumulated depreciation—building....................................................
Accumulated depreciation—m achinery................................................
Depreciation expense for the year a t the rate of 10% on ma
chinery and 2% on buildings.

15,000

(p) Purchases.............................................................................................................
Accounts payable.......................................................................................
Set up the unrecorded purchases and accounts payable a t
December 31, 1949.

20,000

(q) In v en to ry .............................................................................................................
Purchases.....................................................................................................
To adjust the inventory balance as of December 31, 1948 to
the correct balance as of December 31, 1949.

30,000

(r) C ash ......................................................................................................................
Dividend and interest incom e.................................................................
Interest and dividend collected. T he dividend of $9,000 was
from B Company. I t was declared on January 10, 1949. The
surplus accounts of B Company decreased $10,000 during the
year 1949.

10,000

(s) Bad debt expense...............................................................................................
Reserve for bad accounts........................................................................
Provision for estim ated loss on accounts receivable. The com
pany bases its provision on ¼ of 1% of sales under the theory
th a t the net uncollectible receivables (charge-offs less recover
ies) arising in each year will approxim ate th a t amount.

475

(t) Accounts receivable...........................................................................................
Purchases.............................................................................................................
Goodwill...............................................................................................................
C ash .............................................................................................................
On July 1, 1949 the company purchased the inventory and
receivables of the Cole Sales Co. a t a cost of $30,000. T he pur
chase was made primarily to obtain an exclusive agency having
seven years of remaining life. T he inventory obtained in the
purchase was valued a t $1,000 and the receivables, all of which
were collectible, am ounted to $15,000. (Also see the following
item .)

15,000
1,000
14,000

(u) Reserve for losses...............................................................................................
Goodwill.......................................................................................................
T he $14,000 set up as goodwill as a result of the purchase of
the business of the Cole Sales Co. was w ritten off to reserve
for losses “in order to avoid showing goodwill on the balancesheet.”

14,000

$4,000

9,000

10,000

4,000
11,000

20,000

30,000

10,000

475

30,000

14,000

( Continued on following page)
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$15,000
Expenses.......................................................................................................
5,000
Purchases........................................................................................................
Reserve for possible inventory price declines....................................
$ 5,000
Reserve for losses..................................................................................
15,000
The directors decided that, in view of the general business un
certainty, the reserve for losses and the reserve for possible
inventory price decline should be increased. These provisions
were charged to expense of the year, the inventory provision
being charged to purchases and the loss provision to expenses.
(w) Reserve for losses..........................................................................................
3,000
Cash................................................................................... ...................
3,000
Payment to B. Walter, an employee, in settlement of his claim
for personal injury as a result of an accident on March 2, 1949.
The charge was to reserve for losses.
(x) Surplus............................................................................................................
4,000
Treasury stock...............................................................................................
100
Common stock.......................................................................................
4,000
Dividend and interest income.............................................................
100
A stock dividend of 10% was declared and paid on September
1 , 1949. The stock was credited to capital stock account a t $1
per share.
(y) Depreciation expense....................................................................................
5,500
Reserve for losses..................................................................................
5,500
The board of directors approved the following action applicable
to 1949 accounts: “In view of the 50% rise in machinery prices
over average prices a t which the company acquired its ma
chinery now in use, it is suggested that depreciation on ma
chinery should be increased 50%, with the credit made to
reserve for losses rather than to the depreciation reserve in
order to keep the latter account on a cost basis.”
(z) Reserve for 1948 and 1949 income taxes..................................................
3,800
Reserve for losses..................................................................................
3,800
The reserve for income taxes was debited $3,800 with a cor
responding credit to reserve for losses in order to reduce the
reserve for income taxes down to the estimated liability as of
the close of 1949. (The amount of $2,200 liability may be as
sumed to be the correct liability for the purpose of this solution
even though you may adjust net profit.)
Additional information was developed during the course of your audit (which is the first audit that
the company has ever had) as follows:
(1) The cash surrender value of life insurance was $2,000 on December 31, 1948 and $2,500 on
December 31, 1949.
(2) On December 31, 1949, the “bid” price of the bonds included under marketable securities
was $13,500 and the “ask” price was $14,000.
(3) Common stock has no par value. The original issue of 30,000 shares was a t $2 per share.
The company set up each share a t $1 per share in the stock account in order to have the
account show the number of shares outstanding. The board of directors approved this practice.
(4) The analysis of surplus shows the following summary of transactions since inception of the
company:
Amount received from issuance of 30,000 shares of common stock a t $2
per share above the amount credited to the capital stock account...........
$ 30,000
N et operating profits............................................................................................
90,000
T otal................................................................................................................ $120,000
Dividends paid......................................................................................................
25,000
Balance December 31, 1948......................................................................... $ 95,000

(v)
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in

T heory

of

Accounts

May 18, 1950; 9 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowledge of accounting theory and your
ability to apply the knowledge you have acquired. Due weight will be given to the
arguments presented to support your answers, even though the examiners may not agree
with your conclusions.]

GROUP I
[Answer all questions in this group]

No. 1 (10 points)
State and explain fully the theory under which certain prepaid expenses may be classified as
current assets.

No. 2 (15 points)
a. Revenue is usually recorded in accounts only upon completion of a sale. Explain fully why
businesses do not usually take up revenue as the various productive functions, such as “Obtain
ing Orders,” “Purchasing Material” and “Fabricating a Product,” are performed:
b. State the objections to the foregoing general rule as to the taking up of revenue, state the results
of the rule, and give the principal exceptions to the rule.

No. 3 (10 points)
a. Explain the term “Quasi-Reorganization” and state its particular significance in corporate
accounting.
b. Discuss fully the accounting problems that arise when a corporation eliminates an earned
deficit from its books by charges to paid-in capital, without going through a formal court
procedure.

No. 4 (15 points)
Two of the methods sometimes used for valuing inventory are known as the Base Stock method
and as the Last-In-First-Out method. You are to describe the two methods sufficiently to distin
guish between them and you are to discuss briefly the assumptions on which they rest.

GROUP II
[Answer any four of the questions in this group. No credit will be given for additional answers
and, if more are submitted, only the first four answers will be considered.]

No. 5 (12½ points)
Explain the term “break even point,” and explain the method followed in determining the “break
even point” for a business.

No. 6 (12% points)
You have a client who has just constructed an office building which he expects to operate as a
rental building. Assuming adequate maintenance and repairs, the estimated life of the building is
50 years. Your client objects to the use of straight-line depreciation because he says his maintenance
and repair costs are lowest in the early years and his rental income will be largest during the same
period, whereas in the late period of the building’s life the maintenance and repair costs will increase
and rents decrease.
You are to explain fully two depreciation methods which might possibly avoid his objections to
the usual depreciation method. State specifically how the methods might overcome the client’s
objections and give any limitations you see as to their use. Do not consider income-tax limitations.
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No. 7 (12% points)
In connection with the analysis of financial and operating statem ents, the statem ents are some
times converted entirely to percentages. Give the advantages of such percentage statem ents for
analysis purposes and discuss the limitations of these statem ents.

No. 8 (12½ points)
You have a client who operates a large retail self-service grocery store which has a full range of
departm ents. The m anagement has encountered difficulty in using accounting d ata as a basis for
decisions as to possible changes in departm ents operated, products, marketing methods, etc. List
several overhead costs, or costs not applicable to a particular departm ent and explain how the
existence of such costs (sometimes called common-costs or joint-costs) complicate and limit the
use of accounting d ata in making decisions in such a store.

No. 9 (12½ points)
A balance-sheet prepared for a stock broker m ay include columns showing the value of securities
based on current m arket quotations. Explain the significance of these columns and state the reason
for their inclusion in the balance-sheet.

No. 10 (12½ points)
T he M Company buys the land, building and machinery of the L Company for a total price of
$30,000. T he building and machinery are in bad condition. I t is expected th a t th e building will be
torn down and replaced within a year and th a t before the machinery is used, an expenditure of
$10,000 will be necessary, after which it will be worth $25,000. The books of L Company show the
land to have cost $2,000, the building to have cost $16,000 and to have an 80% depreciation credit
and the machinery to have cost $60,000 against which there was a $35,000 depreciation credit.
a. How should the purchase price be recorded in the accounts of the M Company?
for your answer.

Give reasons

b. How should the $10,000 cost of repairing the machinery be recorded in the accounts? Give the
justification for your answer.

94

Examination

in

Auditing

May 19, 1950; 1:30 to 5 p.m.
GROUP I
[Answer all questions in this group]

No. 1 (15 points)
a. Briefly describe the imprest system for operating a cash fund.
b. State the principal advantages of the imprest system from the standpoint of internal control.
c. Prepare a detailed questionnaire to be used by your staff employees in evaluating the internal
control over a petty cash fund.

No. 2 (16 points)
The following trial balance as of December 31, 1949 was taken from the general ledger of a client,
the Y Company:
C ash............................ ..............................................................................
Accounts receivable..................................................................................
Reserve for loss on accounts...................................................................
Installment notes receivable...................................................................
Merchandise Inventory 12/31/49...........................................................
L and...........................................................................................................
Building......................................................................................................
Store equipment........................................................................................
Reserve for depreciation—Building........................................................
Reserve for depreciation—Store equipment..........................................
Accounts payable......................................................................................
Notes payable...........................................................................................
Deferred income on sales.........................................................................
Preferred stock—$5 cumulative, 10,000 shares....................................
Common stock—no-par, 26,500 shares..................................................
Earned surplus..........................................................................................
Sales............................................................................................................
Cost of goods sold.....................................................................................
Selling expenses.........................................................................................
Administrative expenses..........................................................................
Non-operating income..............................................................................
Interest expense........................................................................................

$ 175,000
243,000
$

8,300

712,200
367,500
450,000
1,265,500
750,000
410,000
380,000
234,100
300,000
94,200
1,000,000
800,000
460,000
1,360,000
902,000
104,000
79,500
11,500
9,400
$5,058,100 $5,058,100

During the course of the audit, the following information was obtained in connection with the
above accounts:
1. Included in Installment notes receivable was the unpaid balance of $75,000 on a note from an
officer of the company arising from a loan. The note is payable at the rate of $2,500 a month and
is secured by the assignment of 1,000 shares of X Company stock which had a market value of
48½ as of December 31, 1949. Installments have been paid when due.
2. The replacement value of the inventory a t December 31, 1949 was $310,500.
3. Purchase commitments for future delivery as of December 31, 1949 amounted to $245,000.
These commitments could have been replaced a t that date for $210,000.
4. During 1949 an increasing amount of sales were made on the installment basis. During the year
1948 such sales were only 30% of total sales, while during the year 1949 installment sales were
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52% of total sales. Because of the increase, the company as of June 3 0 , 1949 started deferring
the profit on installment sales made after that date and taking such profit into income in pro
portion to cash collected. Their procedure was to debit Sales for the amount of profit and credit
Deferred Income. As the profit was realized through cash collections, they reversed the entry
by a credit to Sales and a debit to Deferred Income.

Required: As to each of the items numbered 1 through 4, you are to state:
a. Any additional information needed to enable you to decide how the item should be adjusted or
reported in the financial statements as of December 31, 1949.
b. Any adjusting entries you would make. If necessary as an explanation of your entries, state any
assumption you make as to the additional data referred to in a above. Omit amounts if these
cannot be determined.
c. The exact wording of any exception you would include in your certificate (assume a short-form
report), or of any descriptive disclosures, comments or notes which you would make a part of
the financial statements. If necessary, state any assumption you make as to the additional data
referred to in a above.
(It is suggested that you set up your answer in such a way as to have a, b and c together under each
number.)

No. 3 (15 points)
a. Accepted auditing procedure requires the confirmation of receivables where such confirmation is
practicable and reasonable. Under what general conditions would you consider it to be im
practicable to confirm receivables?
b. Where the accounts receivable are a material item among the assets, but the client refuses to
permit the auditor to confirm them, what alternate procedures would you take and what in
addition to the alternate procedures might the auditor do, assuming he is making a regular
annual audit and issuing a short-form report?
c. Where there is a large number of receivables, a test circularization is frequently relied on by the
auditor. You are to state the factors which the auditor should consider in selecting the individual
items to be circularized. Assume that the general extent of the test has been determined.

No. 4 (15 points)
The books of O Corporation, a client, show the following results of operation for the calendar
year 1949:
Income:
Sales...........................................................................................................................
$260,000
Interest on State of California bonds....................................................................
500
Dividends on stock of domestic corporations.......................................................
1,000
Dividends on stock of foreign corporations..........................................................
500
Gain from sale of machinery used in the business, purchased in 1946 .............
3,000
$265,000
Expenses and losses:
Contributions to community fund......................................................
Insurance premium paid on policy on life of officer on which cor
poration is beneficiary......................................................................
Depreciation..........................................................................................
Loss on sale of securities purchased for investment in 1947 ..........
Other expenses......................................................................................

$

8,000
1,500
12,000
6,000
170,000

Net income before Federal income taxes......................................................................

197,500
$ 67,500

( Continued on following page)
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Additional d a ta :
Dividends paid in cash in 1949—$30,000
Earned surplus January 1, 1949—$100,000
The other expenses of $170,000 are deductible for Federal income-tax purposes.
Depreciation allowable for Federal income-tax purposes—$10,000.

Required:
a. Compute the net income for Federal income-tax purposes. The corporation reports on an accrual
basis.
Tax rates in effect are as follows:
Normal tax rates:
N et income of $50,000 or less.............................15% on first $ 5,000
17% on next 15,000
19% on next 5,000
31% on next 25,000
N et income of over $50,000 ................................ 24% of entire normal-tax net income
Surtax rates:
Up to $25,000...................................................... 6%
Over $25,000 but not over $50,000................... $1,500 plus 22% of amount over $25,000
Over $50,000.........................................................14% of entire surtax net income
b. Prepare Federal Schedule M—Reconciliation of N et Income and Analysis of Earned Surplus
and Undivided Profits, for the return which is to be on a calendar-year basis.

No. 5 (12 points)
In making an annual audit of a company you notice in going through the general ledger that
there are several accounts which are not included in the trial balances of the company either a t the
first or a t the close of the year because there were no balances in the accounts a t either date. The
accounts are in the section of the ledger where prepaid and deferred charges are kept and include
accounts such as Contribution, Dues and Subscriptions and Development Expense. State what
interest, if any, you would have in these accounts; what you would do with the accounts, if any
thing; and the reasons for your answers.

No. 6 (7 points)
In making an audit of a business, you find th at there is included in the income accounts a credit
balance of $6,325 which is identified as Net Gain or Loss on Disposal of Fixed Assets. Give in detail
the procedure you would follow in the verification of this account.

GROUP II
[ You are to answer either Question 9 which has a value of 20 points, or you are to answer both
Questions 7 and 8 which have a value of 10 points each.]

No. 7 (10 points)
In making an audit of a corporation that has a bond issue outstanding, the trust indenture is
reviewed, and a confirmation as to the issue is obtained from the trustee. List eight matters of
importance to the auditor that might be found either in the indenture or in the confirmation ob
tained from the trustee. Explain briefly the reason for the auditor’s interest in each of the items.

No. 8 (10 points)
State what documents or evidence the auditor would examine in the verification of each of the
following:
a. Advertising expense, where advertising is placed through an agency.
b. Advertising expense, where advertising is placed direct by your client in newspapers.
c. Royalty expense.
d. Repair expense.
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No. 9 (20 points)
For several years you have been making the annual audit of a manufacturing company as of
December 31st. In order to spread out your work as much as is feasible, you have decided to do as
much interim work as can profitably be done on this engagement, starting about two months before
the year-end.
a. You are to prepare an audit program in detail for preliminary work to be done in November on
accounts receivable and sales.
b. You are to prepare a program in detail for the year-end examination of accounts receivable and
sales, taking into account the work done in the preliminary examination.
Prepare your programs taking into consideration the procedures and controls described below.
Your files reveal the following information:
All sales are charged to accounts receivable, any cash collected before or at the time of sale being
credited to the customer’s account. For each sale an order is written up (usually by the salesman
obtaining the order); a shipping order is prepared in the production planning department; a ship
ping notice is prepared in the shipping department and, based on these forms and the order, an
invoice is prepared in the billing department. Prenumbered forms are used. The invoices are
recapped daily by products and recorded in the sales register. Posting to customers’ accounts is
from a copy of the invoice. A credit to the perpetual inventory is based on the shipping notice.
Sales are all 2/10:N/30 from date of invoice. Credit memoranda for returns, etc. are supported by
a receiving report, or are approved by the sales manager if they involve an adjustment or allowance.
Most collections are checks received by mail. The mail is opened by a clerk who prepares a list of
the checks, which list is sent to the accounting department where it is later reconciled to the
cashier’s report for the day. The checks are turned over to a clerk who records them on a cash
report after checking them as to the correctness of the discount, irregularities, etc. The checks are
then turned over to the cashier who summarizes and enters them in the cash book, prepares the
deposit ticket and deposits them. The cash report goes to the accounts receivable bookkeeping sec
tion for use in posting to individual accounts. Checks or currency received from customers not
remitting by mail are paid direct to the cashier, who issues a prenumbered receipt to the customer
and sends one copy of the receipt to the clerk writing up the cash report.
Write-off of accounts as uncollectible is recommended by the credit manager and approved by the
treasurer. There are about 3,500 accounts in the customers’ ledger, which is divided into eight sec
tions each with a control summary.
Posting is by machine which accumulates the totals posted into each section of the ledger. These
totals are posted to the section control. The average sale is $500 with a range of individual sales
of from $50 to $10,000.
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[The purpose of these questions is to test the candidate’s knowledge of textbook treatm ent
of problems inherent in business transactions and the audit thereof. Except for objective
type questions, credit will not be given for an answer unaccompanied by a statement of
reasons. Answers to questions involving negotiable instrum ents, partnerships and sales
should be based on the provisions of the pertinent uniform laws.]

GROUP I
[Answer all questions in this group]

No. 1 (10 points)
a. Which of the following circumstances make a contract void and which make a contract voidable?
(1)
(2)
(3)
(4)
(5)

M utual mistake of fact.
Undue influence.
Duress.
Fraud in the inception or procurement.
Fraud in consideration or inducement.

b. State five ways in which a contract m ay be discharged.

No. 2 (10 points)
a. W hen is a person deemed an endorser of a negotiable instrum ent?
b. Name four essential requirements th a t are necessary for a person to become a “holder in due
course” of a negotiable instrum ent.
c. Name a t least five warranties th a t are implied to all subsequent “holders in due course” by one
who endorses a negotiable instrum ent w ithout qualification.

No. 3 (10 points)
a. Explain the term “marshalling of assets” when applied to insolvent partners and their partner
ship.
b. W hat is
(1)
(2)
(3)
(4)

the liability of a member of a partnership whose status is th a t o f:
Outgoing partner?
Incoming partner?
Secret partner?
Limited partner?

No. 4 (10 points)
a. How does the S tatute of Frauds affect sales of personal property?
b. Name three circumstances which will take a sale of personal property out of the requirements
of the S tatute of Frauds.
c. In an auction sale:
(1) W hen is the sale complete?
(2) For purposes of complying w ith the S tatute of Frauds, does an auctioneer represent the
buyer or the seller?
(3) W hat satisfies the S tatute of Frauds in an auction sale?
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No. 5 (10 points)
a. What is a contract of suretyship?
b. Explain
(1)
(2)
(3)
(4)

briefly and illustrate each of the following rights of a surety:
To exoneration.
To contribution.
To indemnity.
To subrogation.

GROUP II
[Answer any five questions in this group. No credit will be given for additional answers and, if
more are submitted, only the first five answers will be considered.]

No. 6 (10 points)
A issued promissory notes containing the following clauses to various payees. Indicate which
clauses would, and which would not, impair negotiability by stating whether negotiable or non-negoti
able. Give the reason for your answer.
1. “On or before June 1, 1949, I promise to pay to the order of X .” (Signed A)
2. "I promise to pay $100 from the funds I shall receive from the sale of my Buick automobile.”
(Signed A)
3. “ I promise to pay to cash or order.” (Signed A)
4. “The face value of this note, a t the election of the maker, is payable in government bonds having
a value equal to the face hereof.” (Signed A)
5. “I owe John Doe $100.” (Signed A)

6. “I promise to pay to Richard Roe the sum of $500.” (Signed A)
No. 7 (10 points)
A sold to B, a furniture dealer, three living room suites for $1,500. Under the contract, title to the
goods was retained by A until full payment had been made by B. The contract also provided that
in event of default in payment by B, A could repossess the goods. B sold two of the suites to X and
Y who were innocent buyers in the regular course of business. X and Y paid B cash for their pur
chases. The third suite is still in B’s store. B is now in default of his contract with A. Answer
“yes” or “no" as to each of the following questions and give your reasons:
a. May A repossess the two suites sold by B to X and Y?
b. May A repossess the third suite from B?
c. Does A have a lien on the money received by B from the sale of the two suites to X and Y?

No. 8 (10 points)
a. A was duly appointed as manager of P ’s department store. P told A not to hire clerks as he (P)
preferred to choose all employees. It was the usual practice for persons in A’s position to hire
clerks. In violation of this restriction, A hired T as a clerk a t a salary of $200 per month. T
assumed that A had the authority to hire him. T worked one month in P ’s store but P refused
to pay his salary.
(1) Is P responsible to T for A’s action?
(2) Assume P is responsible to T. Has P any action against A?
b. Assume P had instructed A to take a lease for P ’s benefit on a vacant building next door. A
took the lease in his own name intending to open a store of his own. Should P or A have the
benefit of the lease?

No. 9 (10 points)
a. You are setting up the accounts for B who is operating a retail business. He is desirous of having
all true liabilities shown. He recently received a discharge in bankruptcy but the following
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proved claims were unpaid, because of lack of funds. Which of them, if any, would you consider
to be claims against his new estate?
(1) Claims of $900 each by X and Y for wages earned within the three months immediately
prior to bankruptcy.
(2) A judgment of $3,000 against B by C for breach of contract.
(3) Sales taxes of $1,800.
(4) Liability for breach of a long-term lease, to the extent of one year’s rent—$2,500.
(5) A judgment of $4,000 for injuries received because of B’s negligent operation of an
automobile.
b. B was insolvent and C, a creditor, obtained a judgment against him for $1,500 which gave C a
lien on B’s real property. Two months later B, still insolvent, paid to A an $800 account in full.
Three months after the latter act, B was forced into bankruptcy.
(1) Will C’s lien be better than an ordinary unsecured claim?
(2) Under what conditions, if any, will A be obligated to return the $800 he received?

No. 10 (10 points)
A firm consisted of X, Y and Z. Partner X issued in a private deal of his own, a note signed by
him in the firm name, which the payee then endorsed and sold before maturity to C, who supposed
it to have been issued in connection with partnership business.
a. C sued the partnership. Can he recover judgment? Give reasons.
b. Can C elect to sue only Y and obtain judgment if it appears that the firm assets are insufficient
to meet the note? Explain.
c. If Y pays the note, can he then obtain judgment from Z for one-half of the amount? Explain.

No. 11 (10 points)
[On your paper you are to write the numbers 1 through 10. Opposite each number you are to write
the word “true" i f the statement is true and the word “false" if the statement is untrue. Grade will
be based on the number of correct answers. No reasons need be given.]
(1) Preferred stock dividends are always cumulative.
(2) The present holder of watered stock is always liable to the creditors of an insolvent corporation
for the difference between the amount received by the corporation and the par value thereof.
(3) The theft of a certificate of stock which has been endorsed in blank prior to the theft and sold
to an innocent purchaser passes good title to the purchaser.
(4) Directors may never be forced by the stockholders to declare a cash dividend.
(5) A cash dividend normally becomes a debt of the corporation as soon as it is declared, providing
it is properly declared and the public has been notified of the declaration.
(6) Directors of a corporation are permitted to vote by proxy.
(7) Directors are personally liable for all losses resulting to the corporation from ultra vires
business, unless they have indicated their dissent to the ultra vires conduct.
(8) Subscriptions to stock made before the corporation is organized are enforceable by the cor
poration after it comes into existence and the subscriptions are approved, if they were not
previously withdrawn.
(9) Unless specifically provided in its charter, a corporation may not properly buy its own stock.
(10) A promoter who devotes much time to the promotion and organization of a corporation is
not entitled to compensation for his services unless the board of directors approves payment
therefor after the corporation is organized.
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No. 12 (10 points)
[On your paper you are to write the numbers 1 through 10. Opposite each number you are to write
the word “true" if the statement is true and the word “false" if the statement is untrue. Grade will
be based on the number of correct answers. No reasons need be given.]
(1) A mortgagee has no greater rights in the proceeds of fire insurance on the mortgaged property
than any other creditor of the mortgagor unless the insurance policy has a mortgage clause in
it or the mortgage requires the mortgagor to carry insurance for the benefit of the mortgagee.
(2) Loss resulting from smoke damage caused by an unfriendly fire is not covered by an ordinary
fire insurance policy.
(3) In the absence of a state statute, creditors may reach the cash surrender value of life insurance
carried by a debtor if the right to change beneficiaries has been reserved, even though a bene
ficiary has been named.
(4) A co-insurance clause in a fire insurance policy makes the insured responsible for part of any
fire loss unless he carries the required amount of insurance.
(5) Under an 80% co-insurance clause, the insured who carries less than $8,000 insurance on a
property valued a t $10,000 shares a portion of every fire loss.
(6) Life insurance which has lapsed is worthless unless the policy or a state statute gives it values.
(7) Under a standard mortgage clause, if the insurance company pays a fire loss to the insured’s
mortgagee, the insurance company generally has the right of subrogation to part or all of the
mortgage.
(8) A life insurance policy, in which the insured has named a beneficiary and has reserved the
right to change the beneficiary, may not be pledged as security for a debt without first having
the beneficiary changed by the company.
(9) If an insured carries a life insurance policy for the protection of a creditor, naming the creditor
as the beneficiary, a t the death of the insured the insurer pays the face of the policy to the
creditor.
(10) Adams obtained a policy of life insurance. In connection with the application he intentionally
misrepresented his health. The policy contained a two-year incontestable clause and named C,
a creditor, as the beneficiary. A died three years later still indebted to C for an amount in
excess of the policy. The beneficiary can ordinarily recover the full face of the policy in spite
of the misrepresentation.
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November 8, 1950; 1:30 to 6 p.m.
[Solve any five problems]

No. 1 (10 points)
The following questions concern federal income taxes. An answer sheet has been provided for
your convenience. No reasons need be given to support your answer. Your grade will be based
entirely on the number of correct answers you submit.
a.

Reed, age 40, lived with his wife Helen, age 38, his two children, John, age 16, and Jam es, age
21, and his wife’s mother, Jane, who died in her sixty-eighth year on January 15, 1949. Helen,
John, Jam es and Jane received more than half of their support from Reed and, w ith the ex
ception of Jam es who earned $550 during the summer vacation, they had no other income.
Reed, who reports on the cash basis, received the following income in 1949:
Third annual installm ent on an annuity which he purchased in 1939 a t a cost of
$20,000....................................................................................................................................
Gain from sale of his interest in a partnership which he entered into in 1944 ..........

$1,000
5,000

Gain resulting from failure of Jones to exercise an option given by Reed on Feb
ruary 1, 1949 in connection with the sale of Reed’s residence, the option expiring
on October 15, 1949 .............................................................................................................

500

Interest received on refund of federal income taxes paid for 1948............................

500

Proceeds from 20-year endowment policy on life of Reed. Premiums paid
thereon amounted to $4,000..............................................................................................

5,000

Reed paid the following am ounts in 1949:
Fee for preparation of federal income-tax return ..........................................................

100

Fine for violation of a traffic regulation while driving his car on a business trip
for his em ployer....................................................................................................................

10

Federal stam p tax on securities purchased.............................................................

20

Penalty paid for late filing of 1947 federal income-tax re tu rn ...................................

60

Reed stated th a t he donated 10 shares of X Corporation stock, which cost him $500, to a
charitable organization on July 1, 1949, a t which date the stock had a fair m arket value of $600.
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Based on the preceding information, you are to answer the following questions concerning
Reed’s federal income-tax return for 1949. Use the answer sheet provided or write down the
numbers in a column and opposite each number write the answer. No reasons need be given
to support your answer.
1. What is the amount of income to be reported from the annuity?
2. Is the gain from the sale of the partnership interest treated as: (a) ordinary income, (b) a
long-term capital gain, (c) some other way?
3. Is the gain from the option: (a) Ordinary income, (b) a short-term capital gain, (c) a long
term capital gain, (d) not taxable?
4. Is the interest received on the refund of federal income taxes to be included in 1949 income?
(a) Yes, (b) No.
5. W hat portion of the proceeds from the endowment policy is taxable?
6. To what amount is Reed entitled as a deduction for contributions in connection with the
stock donated?
7. Of the amounts paid in 1949 which of the following are deductible: (a) preparation of return,
(b) fine, (c) federal stamp taxes, (d) penalty?
b. On January 1 , 1949, X Corporation and Y Corporation were merged, solely for corporate business
reasons, into Z Corporation in what constituted a tax-free reorganization under Sec. 112(g)(1)(A)
of the Internal Revenue Code. The assets of X, which were transferred to Z, included a
building which was bought on January 1, 1921 at a cost of $100,000 (exclusive of land) and
which had a fair market value of $5,000 on the date of the merger. The assets of Y, which
were transferred to Z, included a building which was bought on January 1, 1916 at a cost of
$25,000 (exclusive of land) and which had a fair market value of $100,000 bn the date of the
merger. No capital expenditures had ever been made on either building.
On July 1, 1949, Z Corporation purchased another building and its site for a lump sum of
$50,000. This building was erected January 1, 1949. The appraised value of the building
alone on July 1, 1949 was $39,000 and the appraised value of the land was $13,000.
The two buildings obtained from X Corporation and Y Corporation had an economically
useful life, for purposes of straight-line depreciation, of fifty years from the date of construction.
The building purchased by Z Corporation on July 1, 1949 had a useful life of fifty years from
date of acquisition.
In preparing its federal income-tax return for the year 1949, Z Corporation may deduct
depreciation in the amount of:
1. On the building received from X Corporation: (a) $2,000, (b) $100, (c) some other amount.
2. On the building received from Y Corporation: (a) $500, (b) $2,000, (c) some other amount.
3. On the building purchased on July 1, 1949: (a) $1,000, (b) $500, (c) $375, (d) some other
amount.
c. 1. On December 21, 1948, with the intent of erecting a new building, the Gem Manufacturing
Company purchased real estate for $28,000 upon which was located ah old building. It
allocated $22,000 for the land and $6,000 for the building. On January 8, 1949, it proceeded
to raze the old building and erected a new building which was completed at a construction
cost of $40,000 on August 16, 1949. The cost of demolishing the old building was $3,000.
W hat is the tax basis of the new building for depreciation and future sale purposes:
(a) $40,000, (b) $43,000, (c) $49,000, (d) some other amount?
2. The Stanton Bolt Company was organized January 1 , 1946, with its principal place of business
in Chicago, Illinois. It realized net income and sustained net operating losses for each
separate calendar year before applying net operating losses as follows:
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Year

N et
Income

N et
Operating
Loss

1946
1947
1948
1949

$20,000
—
—
40,000

—
$14,000
13,000
—

W hat is the net income for 1949, after applying the above n et operating losses as carry-back
and carry-over in the proper manner, assuming th a t no adjustm ents are required under
Section 122(d) either for com putation of carry-back or carry-over, or of deduction:
(a) $13,000, (b) $27,000, (c) $33,000, (d) some other am ount?
3. Jam es Morgan purchased 100 shares of Amalgam ated Company stock @ $80 per share on
M arch 18, 1947. On December 20, 1948, he sold those 100 shares @ $60 per share. On
January 5, 1949, he again purchased 100 shares of Amalgam ated Company stock @ $65
per share. On July 26, 1949, he sold the latter 100 shares @ $92 per share. W h at tax basis
should he use in computing the profit from the second transaction when he sold 100 shares
@ $92 per share in 1949: (a) $6,500, (b) $8,000, (c) $8,500, (d) some other am ount?

No. 2 (10 points)
A rthur Jacobs, a merchant, kept very limited records. Purchases of merchandise were paid for
by check, b u t most other item s of cost were paid o u t of cash receipts. Weekly the am ount of cash
on hand was deposited in a bank account. No record was k ept of cash in bank nor was a record
kept of sales. Accounts receivable were recorded only by keeping a copy of the charge ticket and
this copy was given to the customer when he paid his account.
Jacobs had started in business on January 1, 1950, with $20,000 cash and a building which had
cost $15,000, of which one-third was the value of the building site. The building depreciated
4 % a year. An analysis of the bank statem ents showed total deposits, including the original cash
investm ent, of $130,500. The balance in the bank per bank statem ent on December 31, 1950 was
$5,300, b u t there were checks am ounting to $2,150 dated in December b u t no t paid by the bank
until January. Cash on hand December 31 was $334.
An inventory of merchandise taken on December 31, 1950 showed $16,710 of merchandise on a
cost basis. Tickets for accounts receivable totalled $1,270, b u t $123 of th a t am ount is probably
not collectible. Unpaid suppliers’ invoices for merchandise amounted to $3,780. D uring the year
Jacobs had borrowed $10,000 from his bank b u t repaid by check $5,000 principal and $100 interest.
H e has taken from the collections cash for personal (expenses of $4,800. Expenses paid in cash
were as follows:
U tilities.........................................................................................................................................
A dvertising..................................................................................................................................
Sales help (part-time) ...............................................................................................................
Supplies, stationery, etc............................................................................................................
Insurance ....................................................................................................................................
Real estate tax es........................................................................................................................

$554
50
590
100
234
350

Store fixtures with a list price of $7,000 were purchased early in January on a one-year installm ent
basis. During the year, checks for the down paym ent and all m aturing installm ents totaled $5,600.
A t December 31, the final installm ent of $1,525 remains unpaid. The fixtures have an estim ated
useful life of ten years.
B a s e d o n th e a b o v e in fo r m a tio n , y o u a r e to prepare a statem ent of profit and loss for 1950,
supported by all computations necessary to determine the sales and purchases for the year.

No. 3 (10 points)
The Stone M anufacturing Company is closing its books as of December 31, 1949.
investigation of the accounts of the company, you discover the following facts:
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1. During November and December, the company shipped out stoves to two dealers, A and B,
on a consignment basis. The consignment agreements provided th a t the stoves were to be
sold by the consignee a t a list price of $180 each. The consignee was to be allowed a 25%
commission on each sale and was to be reimbursed for all expenses paid in connection with the
shipment of the stoves to him. Sales on account are a t the risk of the consignee.
2. A t the time of each shipment, the company debited trade accounts receivable and credited sales
$120 for each stove, this being the usual sale price received by the company, on the basis of
which a gross profit of 20% on cost is realized.
3. All cash received from these two consignees was credited to accounts receivable.
entries have been made in these accounts receivable.

No other

4. Information as to all of the transactions w ith the consignees is as follows:
a. Stoves shipped o u t: to A— 100, to B—40.
b. Stoves unsold by consignees as of 12/31/49: A—35, B—25.
c. C rating and shipping cost to company—$84.
d. Freight paid by consignees: A—$130, B—$100.
e. Cash advanced by A a t d ate of receipt of the first 80 stoves—$4,000.
quently rem itted by A—$5,395.

Cash subse

f. Cash rem itted by B—$575.
You are to prepare any adjusting entries th a t should be made by the Stone Company and you
are to list each account affected by these transactions and adjustm ents, showing the corrected
balance after adjustm ent.

No. 4 (10 points)
From the following trial balances and additional information as of December 31, 1949, you are
to prepare working papers showing Income and Expense of each company for the year 1949, and
the consolidated income of P and its subsidiary.
P Co.
C a s h .......................................................... ...................
Accounts receivable .............................. ...................
Inventory 1/1/49—C o st....................... ...................
Investm ent in stock of S ....................... ...................
Investm ent in bonds of S ...................... ...................
O ther assets.............................................. ............
C urrent liabilities....................................
Bonds payable—5 % ...............................
Deferred bond prem ium ........................
Sales...........................................................
Purchases.................................................. ...................
Operating expenses................................. ...................
O ther expenses......................................... ...................
Interest and dividends...........................
Dividends paid ...................................... ...................
Surplus 1 /1 /4 9 ........................................
Common sto ck .........................................

$

D ebit
23,000
94,000
105,000
175,000
51,800
445,000

Balances December 31, 1949
S Co.
Credit
D ebit
C redit
$ 30,000
60,000
51,000

210,000
$ 17,100
200,000
5,400
340,000

$ 163,000

630,000
300,000
70,000
15,500

485,000
92,000
22,000
12,800

10,000

20,000

84,000
100,000

107,000
600,000
$1,512,800

$1,512,800

$746,500

$746,500

( Continued on follow ing page)
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Additional information:
1. The investm ent in stock of S Co. represents a 90% interest in the stock of S Co., which was
acquired January 1, 1949 for $175,000. A t the same time $50,000 face am ount of bonds of S
was acquired for $52,000. These bonds had been issued in 1939 a t 106 and are due Jan u ary 1,
1959. S Co. has recorded the amortization of the bond premium applicable to 1949 as an
adjustm ent of interest expense. The stock and the bonds were not purchased from the S Co.
b u t from the public.
2. Included in the Purchase account of S Co. is a total of $180,000 of goods bought from P Co.
a t 120% of cost to P Co. The closing inventory of S Co. is estim ated to include the same
proportion of these purchases as of other purchases.
3. Inventories a t December 31, 1949, a t cost to each company, were:
P Co.—$80,000.
S C o —$45,000.

No. 5 (10 points)
A teller in a bank prepares a daily proof of his transactions. This proof is prepared by listing on
the debit side the opening cash balance as a starting figure. T he am ounts of the various kinds of
transactions handled during the day are then entered as d eb its or credits as indicated by the
transactions. The cash balance a t the close of the day is determined by actual count and entered
in the proof. The proof should balance a t th a t point unless there is an overage or shortage. Any
overage or shortage would then be entered in the proof.
The following list includes all of the transactions handled by the head teller of the X Bank on
November 10, 1950. From these transactions, you are to prepare a proof, including the closing
cash balance as determined from the proof, assuming there is no overage or shortage.
A.M. cash balance.................................................................................................................
Deposits received...................................................................................................................
Checks received on other b an k s.........................................................................................
Checks received on depositors............................................................................................
Loans g ran ted .........................................................................................................................
Interest collected...................................................................................................................
Expenses p a id .........................................................................................................................
Checks certified for depositors............................................................................................
Cashiers checks redeem ed....................................................................................................
Loans collected from borrow ers..........................................................................................
Rem ittance to Federal Reserve for credit to our acco u n t............................................
Certified checks redeem ed....................................................................................................

$1,200
5,500
3,600
4,500
1,000
200
100
300
500
5,000
2,000
400

No. 6 (10 points)
The Town of Blackwell uses budgetary accounts and separates its accounts into the following
funds:
Identification letter
A.
B.
C.
D.
E.
F.
G.

Fund
General fund
Stores working fund
Special assessment funds
Agency and tru st funds
Bond funds
Property fund
General bonded indebtedness fund
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During 1949, the following 14 transactions were among those taking place:
1. The 1949 budget providing for $398,000 of appropriations and $400,000 of estimated
revenue was approved.
2. Construction of streets to cost $60,000 and to be financed by a levy on the adjacent
property was approved.
3. Purchase orders of $7,000 for the Fire Department were entered into.
4. Current taxes of $350,000 were levied.
5. Taxes written off in 1945 in the amount of $1,000 were collected.
6. Serial bonds in the amount of $25,000 matured and were paid.
contemplated by the appropriations for the year.

This payment was

7. A general bond issue of $50,000 was authorized, the proceeds to be expended for a
building.
8. The bonds in item 7 above were sold for cash a t par.
9. Property costing $30,000 was retired with a cash salvage of $500 being received.
10. The purchase orders of $7,000 referred to in item 3 above were filled a t a cost of $7,200.
11. Stores were issued to the town clerk’s office in the amount of $220.
12. The building referred to in item 7 above was completed a t a cost of $49,500.
13. Salaries of the Police Department amounting to $3,700 were paid after deducting $200
to go into the Police Pension Fund.
14. Collections of taxes belonging to the county amounted to $17,400.
Write down the numbers 1 through 14, or use the answer sheet provided, and opposite each
number show, by use of the appropriate letter or letters, the fund or funds affected by each of the
14 transactions. If more than one fund is affected, be sure to show all of them. If no fund is
affected leave the space blank. Inclusion of an erroneous letter will result in a deduction of the
same amount as will an omission of a letter. No reasons or comments need be given.
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[Solve all problems]

No. 1 (8 points)
Adams, Baker, Charles and Day are partners.
and loss ratios are as follows:
Adams
Baker
Charles
Day

Their interests in the capital and their profit
40%
30%
20%
10%

To provide a means whereby the remaining partners might purchase a deceased partner’s interest
from his estate, a life insurance program was inaugurated whereby life insurance proceeds would
be paid to the remaining partners in proportion to their percentage ownership in the partnership.
Since each partner was in effect insuring the life of each of the other partners, it was agreed that no
partner would pay any part of the premiums on policies covering his own life.
In 1949 the premium on all policies amounted to $9,000, which was charged as an expense on the
books and thereby deducted from the year’s profit. The profit was then credited to each partner
in proportion to his ownership percentage.
Investigation of the insurance premiums revealed the following:
Premium on life of Adams $3,500
Premium on life of Baker
1,400
Premium on life of Charles 2,300
Premium on life of Day
1,800
You are to prepare the correcting entry that should be made to the partners’ capital accounts in
order to reflect properly the agreement as to the insurance. Give your supporting computations
in good form.

No. 2 (12 points)
James Jones had the following transactions in the stock of the O’Mara Corporation:
1. January 7, 1942, purchased 200 shares of $100 par value common stock a t $110 per share.
2. The corporation was expanding and, as of March 1, 1943, issued to Mr. Jones 200 rights, each
permitting him to purchase one-fourth share of common stock a t par. The bid price of the
stock on March 1, 1943 was 140. There was no quoted price for the rights.
3. Mr. Jones was advised that he would “lose out on his other stock if he did not pay in the
money for the rights.” He, therefore, paid for the new shares on April 1, 1943, charging
the payment to his investment account. Since he felt that he had been assessed by the
company, he credited the dividends (10% in December of each year) to the investment
account until the debit was fully offset.
4. In December 1947, Mr. Jones received a 50% stock dividend from the company. He made
no entry for this dividend because he expected to sell the shares received. He did sell them
in January 1948 for $160 per share. He credited income with the proceeds.
5. In December 1948, the stock was split on a two-for-one basis and the new shares were issued
as no par shares. Mr. Jones found that each new share was worth $5 more than the $110
per share which he paid for his original stock, so he debited investment with the additional
shares received a t $110 per share and credited income.
6. In June 1949, Mr. Jones sold one-half of his stock a t $92 per share.
to the investment account.
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a. You are to set up the investment account as it was kept by Mr. Jones.
b. Prepare a schedule showing an analysis of the account as the transactions should have been
recorded, using the “average cost” method for recording stock sold.
c. Prepare the entries that would be necessary to correct the income of each of the years in which
Mr. Jones held the stock.

No. 3 (30 points)
The following operating figures are obtained from the books of the March Manufacturing
Company a t December 31, 1949:
Sales............................................................................................................
Purchases...................................................................................................
Processing labor.................................................................. ....................
Processing burden.....................................................................................
Baling labor and expense.........................................................................
Selling and general expense.....................................................................
Interest expense........................................................................................
Discounts allowed.....................................................................................
Federal income taxes................................................................................
State income taxes....................................................................................

$903,900
$418,052
88,000
132,000
4,104
126,732
4,902
1,600
69,000
13,000

The company was organized on January 1, 1949 to process certain waste material from textile
mills. Most of the material processed by the company was purchased by it, but during 1949 it has
processed some materials under a contract with another company.
The material which it processes on a contract basis is consigned to the company. When complete
it is billed back to the accommodated company a t a processing charge per pound. The same
number of pounds received is billed back, and the charge includes an amount charged for baling
as well as for processing. The material processed on a contract basis can be identified, and losses
in process are borne by the owner of the material, which are the same percentage of material proc
essed as applies to material consumed in processing merchandise for sale. Such losses occur after
the material has been processed, but before baling, and are due to discarding sub-standard produc
tion. Discarded material processed under contract is returned unbaled to the owner. The com
pany makes a practice of selling its discarded product unbaled as it is set aside.
The two departments of the company are Processing and Baling. After coming from the process
ing department, the material is baled, using 400 pounds of processed material to the bale. Costs are
separated by departments, and the amounts given above include the cost of processing and baling
the merchandise for sale and also the merchandise manufactured for other concerns. A fraction of
a bale is considered to cost as much for baling as a full bale.
An analysis of the sales account reveals the following facts:
Sales of finished product—4,200 bales.......................................................................
Sales of contract goods—360,000 lbs. a t 15¢ processing charge...........................
Sales of scrap material.................................................................................................

$840,000
54,000
9,900
$903,900

The purchases account shows debits for 2,080,000 pounds of material a t $.20 per pound. The
remaining amount shown in the account is for material used in baling the product.
In addition to the finished product sold, the company manufactured 75 bales of finished product
which remain on hand. The inventory of material on hand December 3 1 , 1949 amounts to 200,000
pounds. The goods in process weigh 80,000 pounds and are 50% complete in the Processing De
partment. There is no inventory in the Baling Department and there is no contract work in
process a t December 31.
You are to prepare a formal statement of Income and Expense for the year. This should be
supported by a detailed Statement of Cost of Goods Sold and a Schedule of Manufacturing Costs
by departments showing unit costs.
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[This paper is intended to test the extent of your knowledge of accounting theory and your
ability to apply the knowledge you have acquired. Due weight will be given to the
argum ents presented to support your answers, even though the examiners may not agree
with your conclusions.]

GROUP I
[A nsw er all questions i n th is group]

No. 1 (15 points)
I t has been stated th a t cost for inventory purposes may be determined under any one of several
assumptions as to the flow of cost (such as “first-in, first-out,” “average” and “last-in, first-out”).
The major objective in selecting a method should be to choose the one which, under the circum
stances, most clearly reflects periodic income.
a. For w hat reasons do accountants make assumptions as to the flow of cost instead of actually
identifying the cost of the specific items which are sold?
b. In any given case, on w hat would you base your decision as to which of the three assump
tions as to the flow of cost stated above, most clearly reflects periodic income?
c. Would application of the above directive always result in the clearest presentation of current
financial position? Explain.

No. 2 (15 points)
The H assett Co., Inc. issued $1,000,000 of 20-year, 4% bonds dated M ay 1, 1949, interest pay
able M ay 1 and November 1. The company used the proceeds for plant expansion. The indenture
requires the establishment of a sinking fund by annual paym ents of $50,000 to a trustee, starting
M arch 31, 1950. The indenture also requires an annual provision of $50,000 for a sinking fund
reserve “to be set aside out of earnings.”
T he 1950 paym ent was made on March 31 and, on April 1, 1950, the trustee purchased $50,000
face am ount of the company’s bonds on the open market. In view of this “reacquisition of bonds,”
the annual provision for the sinking fund reserve was omitted.
A financial analyst complains th a t the company’s statem ent of n et income for the fiscal year
ended April 30, 1950 overstates earnings by $50,000, since it shows no charge for the annual pay
m ent to the trustee, and leads investors to believe th a t there are earnings available for dividends
which the company is in no position to pay.
Explain whether or not the omission of the reserve provision was justified and criticize the
analyst’s complaint. Include in your answer a discussion of the purposes of sinking funds and
related reserves.

No. 3 (15 points)
On July 1, 1945, the Plaza Company bought for $15,000 a p atent on a production process from
the inventor. A t th a t date the p aten t had a remaining life of fifteen years. The company’s policy
is to amortize the cost of patents to production on a straight-line basis. The patented process
p r o v e d s u c c e s sfu l, w ith th e r e s u lt t h a t p r o fits w e r e in c r e a se d d u e to r e d u c e d p r o d u c tio n c o s t s a n d a

larger volume of sales obtained by lowered sales prices. Because of these factors, the production
manager in 1950 estim ated th at, if the inventor had retained the patent, it would have been more
profitable to pay him royalties of $50,000 a year for an exclusive contract than to have continued
with the former production methods.
Qn the basis of this estimate, the board of directors voted as of June 30, 1950 to write up the
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patents account by $250,000. Out of the resulting credit, they declared a common stock dividend
of $200,000 consisting of 8,000 shares of their own $25 par value stock.
Describe how the action taken June 30, 1950 will change the balance-sheet in future years.
Explain fully whether or not generally accepted accounting principles were applied.

No. 4 (16 points)
a. The following information relates to the assets on the balance-sheet of a manufacturing corpora
tion:
1. Under the caption “Machinery” is included the total purchase price of machinery being pur
chased on the installment basis. Legal title will not be acquired by the corporation until
payment of the final installment which is due 18 months after the balance-sheet date.
2. Under the caption “Deferred Charges” is included discount on bonds payable.
For each of the above items, state whether or not the corporation has followed generally
accepted accounting principles and give reasons to support your conclusions.
b. The last few items of an Income Statement appear as follows:
$2,970,000
Provision for federal income ta x ............................................................
Portion of loss on disposition of property (the balance of which is
charged to surplus) equal to the estimated tax reduction a t
tributable thereto.................................................................................
Net income for the year..........................................................................

$825,000
300,000

1,125,000
$1,845,000

Explain fully the nature of the $300,000 expense and give reasons for presenting it in the
financial statements in the manner illustrated.

GROUP II
[Answer any three of the questions in this group]

No. 5 (13 points)
The Hunter Corporation manufactures a seasonal product, new models of which are brought out
annually early in August. Sales of the old model are continued through August in outlying terri
tories. Monthly sales to established outlets on net 20-day terms gradually increase until they are
highest in the winter months and then taper off so that inventory quantities are lowest on June 30,
before material and parts for the new model are purchased. Development of a new model is started
in January and involves relatively large expenditures for design, engineering, dies and tools,
culminating in a plant shutdown the last ten days of July to prepare for volume production on the
new model starting in August.
The company wishes to change its fiscal year-end from December 31 to some other date. W hat
date would you suggest they use? Discuss the advantages and disadvantages of the date you
suggest, including consideration of the problem of income determination and the presentation of
other significant financial information. Do not consider income-tax effects.

No. 6 (13 points)
An agreement dated October 31, 1949, between the Bilada Company and its employees’ union,
included a plan for employee pensions. The effective date of the contract and its pension provi
sions was January 1, 1950, provided, however, that the pension provisions would be effective only
if ratified by the stockholders prior to March 31, 1950. Ratification took place on January 6,
1950. The contract, including the pension provisions, was for a two-year term expiring December
31, 1951.
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The pension provisions read that an employee of the Bilada Company is to receive a pension for
life if he (a) shall reach the age of sixty-five, (b) shall have been employed by the company a t least
ten years a t the date of his retirement, and (c) shall actually retire during the effective period of the
contract.
The monthly amount of the pension shall be $5 for each year of service with the company less
any old age benefits to which the employee is entitled under the Federal Social Security program.
The company shall pay into a trust fund in five annual installments, the first in 1950, a sufficient
amount to provide for the pensions of those who retire within the contract period.

Required:
The amount of the pension benefits depends on past services. Give the arguments in favor of
each of the following methods of charging off the cost of benefits for services rendered prior to
January 1, 1950 by those employees who are expected to be eligible to retire in 1950 and 1951:
a. Charged to earned surplus in full in 1950.
b. Charged to income in the year the employee retires.
c. Charged to income as the pensions are funded.

No. 7 (13 points)
Describe the method of inventory valuation known as the “Retail Method” and explain why its
application will ordinarily value an inventory a t an amount less than cost.

No. 8 (13 points)
The following diagrams, lettered A through I may be interpreted as rough graphic representations
of the descriptions numbered 1 through 9. You are to match the diagrams with the descriptions in
the following manner: (1) Place the letters A through I on your answer sheet, using a separate line
for each letter. These letters identify the diagrams. (2) To the right of each letter insert the
number which identifies the corresponding description.
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1.
2.
3.
4.
5.
6.
7.
8.

Asset valuation under straight line concept of depreciation.
Accumulation of an amount a t simple interest.
Valuation of bond and current coupon where purchase was a t par.
Accumulation of an amount a t compound interest.
Valuation of bond and current coupon where purchase was a t a premium.
Accumulation of a sinking fund.
Asset valuation under physical deterioration concept of depreciation.
The remaining fund after the annual distributions to the beneficiary of an insurance policy
in the form of an annuity for a fixed number of years.
9. Asset valuation under economic usefulness (economic value) concept of depreciation.
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No. 9 (13 points)
The following statem ents are to be considered as to whether they present correct statem ents of
accounting principles and practices or w hether they are essentially incorrect.
a. On your answer sheet you are to list the paragraph letter and the num ber of each of the state
m ents shown below. Opposite each num ber indicate by the appropriate letter, (a) or (b),
whether you consider the statem ent to be “T rue” or “ False.”
1. Where appreciation of fixed assets has been recorded on the books of a business, it thereafter
becomes necessary to charge against income an am ount for depreciation based on the appraisal
value. (a) True, (b) False.

2. If a company uses a depreciation method which is based on the “ sum-of-life-periods,” the
depreciation charge will be substantially smaller in the early periods of the life of the asset
than in the last periods. (a) True, (b) False.
3. The excess of the book value over cost of an investment in a subsidiary company at the time
of acquisition is usually identified as “Goodwill.” (a) True, (b) False.
4. Capital surplus may properly be used by a business to absorb non-recurring charges if they
are substantial in relation to the operation of the business or their inclusion in the income
account would distort the profit for the period. (a) True, (b) False.
5. The difference between the purchase price and the stated value of a corporation’s common
stock purchased and retired may be reflected in the current year’s income account or, if the
amount is large, directly as an earned surplus entry. (a) True, (b) False.
6. A general purpose contingency reserve may properly be set up by charges to expense annually,
provided the amount is not so large as to result in a serious distortion of net income in any
one year. (a) True, (b) False.
7. Where a bond issue is retired before maturity with the proceeds from a new bond issue, any
unamortized discount on the old issue should be combined with the discount on the new issue
and amortized over the life of the new issue. (a) True, (b) False.
8. Use of the last-in-first-out method of costing inventory is most appropriate in situations
where sales prices do not change in response to changes in reproductive costs. (a) True,
(b) False.
9. Market, in the phrase “lower of cost or market,” should not be less than net realizable value
reduced by an allowance for an approximately normal profit margin. (1) True, (b) False.
b. The following statements deal with cost accounting procedures. You are to indicate by the
appropriate letter whether you consider each statement to be “True” or “False.”
1. Job cost sheets make possible the determination of work-in-process inventory values without
the use of a physical inventory. (a) True, (b) False.
2. Proper departmentalization of a plant is essential if direct costs are to be correctly charged
to specific jobs. (a) True, (b) False.
3. In process cost accounting, it is not essential to use individual material requisitions for each
lot of material issued. (a) True, (b) False.
4. A process cost system would not be suitable for a company manufacturing automobile
engines. (a) True, (b) False.
5. A mistake in estimating the stage of completion of work in process will affect the valuation
of the work-in-process inventory, but will not affect the valuation of the finished goods where
a process cost system is in use. (a) True, (b) False.
6. A plant may operate a t more than 100% of productive capacity, as that term is used in
standard cost. (a) True, (b) False.
7. Historical cost systems do not provide as good a guide to plant efficiency as predetermined
cost systems. (a) True, (b) False.
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November 10, 1950; 1:30 to 5 p.m.
[Answer all questions]

No. 1 (15 points)
The Patricia Company had poor internal control over its cash transactions. Facts about its
cash position a t November 30, 1949 were as follows:
The cash books showed a balance of $18,901.62, which included cash on hand. A credit of
$100 on the bank’s records did n o t appear on the books of the company. The balance per
the bank statem ent was $15,550, and outstanding checks were #62 for $116.25, #183 for $150,
#284 for $253.25, #8621 for $190.71, #8623 for $206.80 and #8632 for $145.28.
The cashier removed all of the cash on hand in excess of $3,794.41 and then prepared the following
reconciliation:
Balance per books, Nov. 30, 1949.............................................................................
Add—O utstanding checks:
#8621............................................................................................. $190.71
#8623.............................................................................................
206.80
#8632.............................................................................................
145.28

$18,901.62

442.79

Add—Cash on h a n d ..........................................................................................................

$19,344.41
3,794.41

Balance per bank, Nov. 3 0 , 1949.....................................................................................
D educt—Unrecorded cre d it.............................................................................................

$15,550.00
100.00

T rue cash, Nov. 3 0 , 1949...................................................................................................

$15,450.00

a. How much did the cashier remove and how did he attem p t to conceal his theft?
b. Taking only the information given, name two specific features of internal control which were
apparently missing.
c. If the cashier’s October 31 reconciliation is known to be in order and you sta rt your au d it on
December 5, 1949 for the year ended November 30, 1949, w hat specific auditing procedures
would uncover the fraud?

No. 2 (12 points)
Generally accepted auditing practice calls for confirmation of receivables by direct correspond
ence with the debtors. However, the usefulness to the auditor of receivable confirmations varies
from client to client.
a. W hat are the purposes for which the auditor uses the confirmation procedure?
b. Briefly indicate why the usefulness of the replies m ight vary.
c. W hat should the auditor consider in arriving a t a decision as to whether to confirm all receivables
or to confirm on a test basis? W h at should he consider in determining the extent of his test?

No. 3 (12 points)
A retail jewelry store w ith seven salesmen and one repair man m aintains a perpetual inventory
record. In addition, the m anagement wishes to take a complete physical inventory every m onth.
Because you make the annual audit, you are retained to prepare instructions for their taking of the
physical inventories. Briefly discuss the peculiar inventory problems involved in this business,
and present in outline form the principal features to be included in the instructions you would
prepare.
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No. 4 (8 points)
An internal control questionnaire includes the following items. For each item, explain what
is accomplished by the existence of the controls involved.
a. Are each day’s cash receipts deposited intact and without delay?
b. If an imprest fund is represented by a bank account, has the bank been notified that no checks
payable to the company should be accepted for deposit?
c. Are write-offs of bad debts approved by an officer?
d. Are payroll disbursements made from an imprest bank account restricted to that purpose?

No. 5 (6 points)
Nearly one-third of the American Institute of Accountants’ rules of professional conduct are
concerned with the certified public accountant’s independence. On the other hand, the legal pro
fession is not concerned with the independence of lawyers.
Why is there a difference as regards independence between the legal and accounting professions?

No. 6 (15 points)
a. Outline an audit program to be followed in the audit of a large Endowment Fund held by a
charitable institution. The assets consist principally of securities. This is your first audit
of the fund.
b. Prepare an illustration of the principal working paper or papers you would use in the verification
of the securities and income from securities of the Endowment Fund. You need not use figures
provided the heading of each column is specific or provided you indicate what would be entered
in each column.

No. 7 (22 points)
You are engaged in the regular annual audit of a company for the year ended December 31, 1949.
During the year, employees of the company formed a union, and a contract was negotiated between
the company and union. The contract was for one year from July 31, 1949. One section of the
contract is reproduced following the questions.
a. How might you discover the existence of this contract?
b. Should existence of the contract be disclosed in your short-form report or on the financial
statements? Explain.
c. Would it be good accounting practice for your client to make an accrual for vacation pay at
December 31, 1949? Explain.
d. If an accrual for vacation pay were made, how could you verify the reasonableness of the
amount?

Section of Contract Dealing with Vacation Pay
“Requirements to qualify for vacations with pay are as follows:
Para. V-1: An employee, who has been continuously employed by the company for a t least one
year immediately preceding June 1, 1950, who has worked at least forty-five weeks during
such year, and who is an employee of the company on the day his or her vacation commences,
shall be entitled to a vacation. Said vacation shall consist of a period of six consecutive
working days. A vacation of twelve consecutive working days shall be granted to an em
ployee who has passed his eighth anniversary date o f e m p lo y m e n t a n d w h o is o th e r w is e e n 
titled under the foregoing provisions of this section.
Para. V-2: For the purpose of determining eligibility under the preceding paragraph, any period
of time during which an individual has been off due to disability, injury or sickness not in
excess of fifteen days, certified by a company physician, shall be construed both as time
worked and as employment in the calculation of eligibility for vacation.
( Continued on follow ing page)
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Para. V-3: An employee not yet fully eligible for a vacation, to which he m ay subsequently
become entitled during the then current year, m ay anticipate fulfillment of the eligibility
requirem ents and take his vacation w ithout advance pay, provided the company consents.
Para. V-4: Vacations m ust be taken when due or be deemed forfeited. Vacation dates shall be
subject to approval of the company and may be assigned to periods when the operation of a
plant unit is shut down, provided the company gives two weeks’ advance notice of such
assignment of vacation period.
Para. V-5: No employee will be perm itted to waive his vacation and receive vacation pay in
addition to pay for days worked. Vacation pay will be duly given to an eligible employee
on the pay day next preceding the sta rt of his vacation and shall be subject to deductions
for insurance, social security, taxes and all other regular deductions.
Para. V-6: Vacation pay shall consist of forty-eight hours’ pay for each six days of vacation
a t the employee’s straight-tim e rate in effect a t the date of commencement of his vacation.
The night shift differential shall be excluded in the determ ination of vacation pay.
Para. V -7: If an employee, who has qualified for a vacation in a prior year, shall q uit or be dis
charged, w ithout having had his vacation, he shall be entitled to the proper pro rata of his
vacation up to the date of his separation.”

No. 8 (10 points)
The Colmer & Dane partnership was formed to conduct an architectural practice. The ac
counting records, kept by the bookkeeper on an accrual basis, show the following income and ex
pense items for the fiscal year ended June 30, 1950:

Income
Billings for services......................................... .................................................................................
Interest on U. S. T reasury bonds purchased in 1948, issued in 1940 ...................................
Dividends on Indor Corporation stock purchased in 1948.....................................................
R ent income for nine months on property owned a t 250 Audobon A venue.......................

$32,360
200
30
2,400

T o ta l...................................................................................................................................

$34,990

Deductions
Salaries:
D ra ftsm e n ..................................................................................................................
Bookkeeper.................................................................................................................
R e n t..................................................................................................................................
Depreciation:
Furniture and equipm ent.........................................................................................
250 Audobon A venue................................................................................................
Taxes:
Based on payroll........................................................................................................
Property a t 250 Audobon A venue.........................................................................
Federal income—C olm er..........................................................................................
Federal income—D an e.............................................................................................
O th er............................................................................................................................
M aintenance, etc. a t 250 Audobon A venue.............................................................
Contributions:
Village community c h est.....................................................................................
Political campaign c h e st......................................................................................
Miscellaneous business expenses.................................................................................
Loss on sale o f:
Property a t 250 Audobon A venue.....................................................................
Indor Corporation sto ck ......................................................................................
Amortization of premium on U. S. Treasury b o n d s..............................................

$10,000
2,400
210
180
900
450
400
600
500
100
700
100
100
1,880
150
3,000
15

21,685

N et profit...........................................................................................................................

$13,305
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D ane files his federal income-tax return on a calendar-year basis. His share in the partnership
profits is 40% . H e withdrew $600 a m onth throughout 1949 and $500 a m onth throughout 1950.
You are to present the am ounts, by classifications, to be reported by Dane in his federal incometax return for 1950 arising ou t of his interest in the partnership.
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November 10, 1950; 9 a.m. to 12:30 p.m.
[The purpose of these questions is to test the candidate’s knowledge of textbook treatment
of problems inherent in business transactions and the audit thereof. Except for objective
type questions, credit will not be given for an answer unaccompanied by a statement of
reasons. Answers to questions involving negotiable instruments, partnerships and sales
should be based on the provisions of the pertinent uniform laws.]

GROUP I
[Answer all questions in this group]

No. 1 (10 points)
a. A merchant agreed to sell a suit of clothing to Carl, a young man who holds himself out to be
22 years old when in fact he is only 20. The agreed price of the suit was $100 although the fair
market value was only $75. After receiving the suit, Carl later refused to pay for it. May he
thus disaffirm this contract? W hat remedy has the merchant?
b. W hat are the time limitations upon the disaffirmance by a minor of contracts where the subject
matter is:
1. Personalty?
2. Real estate?
c. What is the extent of the liability of a minor in a partnership in which he is a member?
d. Name and describe two situations in which a minor cannot give a power of attorney. Give
the rule that applies.

No. 2 (10 points)
a. List five implied warranties of the seller of goods.
b. 1. In a sale of goods, what is meant by a seller’s right of stoppage in transitu?
2. Under what circumstances may a seller exercise such rights? Name three essential elements.

No. 3 (10 points)
a. Name and describe five points of distinction between a corporation and a partnership.
b. Under what circumstances is a corporation bound by contracts of its promoters?

No. 4 (10 points)
a. 1. W hat is the general rule as to the liability of an undisclosed principal?
2. Name three exceptions to that rule.
b. X, who is actually the agent of Y in dealing with Z, does not disclose the fact of his agency but
instead holds himself out as a principal and enters into an agreement with Z. Neither X nor
Y perform under the agreement. May Z hold:
1. X alone? Why?
2. Y alone? Why?
3. Both X and Y? Why?

No. 5 (10 points)
A borrowed $1,000 from B and gave B his negotiable promissory note due July 1, 1949. A
pledged two bonds of X Corporation with B as security for the payment of the note. Each bond
had a face value of $700 and the pledge agreement authorized B to sell the bonds a t private sale
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without notice to A, if A failed to pay the note a t maturity.
each of the following questions:

Give reasons for your answer to

1. On June 1, 1949, A notified B that he would be unable to pay the note on July 1 and requested
B to sell the bonds immediately. B refused to sell although the bonds were worth their face
value a t that time (June 1). Was B justified in his refusal? Why or why not?
2. On July 1, 1949, the note fell due and was not paid by A. The bonds were then worth a total
of $1,000. B again refused to sell the bonds although requested to do so by A. A did not
produce a buyer for the bonds. Was B justified in his refusal? Why or why not?
3. On September 1, 1949, the note was still unpaid and B sold the bonds for $800 total, their
value at that time. May B recover $200 more from A? Why or why not?

GROUP II
[Answer any five questions in this group. No credit will be given for additional answers and,
if more are submitted, only the first five answers will be considered.]

No. 6 (10 points)
P purchased a car from S under a contract which reserved the title to S until the purchase price
was fully paid, and reserved the right to S to repossess the car if P failed to make any of the re
quired ten payments. A, an employee of S, was instructed by S to repossess the car from P. A was
told by S that P had defaulted in making the second payment. A took possession of the car and
delivered it to S. It is now found that P is not in default. Give reasons for your answer to each
of the following questions:
a. May P recover damages from A?
b. May P recover damages from S?
c. Suppose that P had been in default. The contract price of the car was $1,500 and P had paid
S $520 before he defaulted. S resold the car for $800. Under the Uniform Conditional Sales
Act, may S recover the deficit from P if the contract is silent as to such recovery?

No. 7 (10 points)
O was indebted to C in the sum of $50,000, the debt being unsecured.
a. C obtained a $50,000 policy of fire insurance upon a business building owned by O. If the
building is destroyed by fire a t a loss of $65,000, is C entitled to enforce the contract against
the insurance company? Why?
b. If C took out a life insurance policy of $50,000 upon the life of O and O died eighteen months
later, is the policy enforceable even though the debt has been reduced to $40,000? If so, to
what extent? Why?
c. On March 1, 1949. C obtained a judgment against O and had it on file in the county where O’s
unmortgaged building was located. On September 15, 1949, O became a voluntary bankrupt.
Has C a claim superior to those of general creditors, even though he knew of O's insolvency
when he obtained the judgment? Why?

No. 8 (10 points)
A, in Cleveland, contracted to buy twenty cases of X Brand canned com from B, in Toledo, a t a
contract price of $600. Pursuant to the contract, B selected and set aside twenty cases of X Brand
canned corn and tagged them “For A.” The contract required B to ship the corn to A via T
Railroad, F.O.B. Toledo. Before B delivered the com to the railroad, the twenty cases were
stolen from B’s warehouse.
a. Who stands the loss of the twenty cases of com, A or B? Why?
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b. Suppose B had delivered the corn to the railroad. After the corn had been loaded on a freight
car, but before the train left the yard, the car was broken open and its contents, including the
corn, stolen. As between A and B, who stands the loss? Why?
c. Would your answer in question b be the same if this were a C.O.D. contract, all other facts
remaining the same? Why?

No. 9 (10 points)
a. W hat is a bailee’s lien?
b. Under what circumstances may a bailee have a right of lien for charges for a bailment?
c. May a bailee sell a bailed article and give good title to a bona fide purchaser?

No. 10 (10 points)
a. Black orally ordered a television set from Mastercraft Products Company for $1,000, but Black
made no down payment. Mastercraft orally accepted the order and later sent Black a written
confirmation, entitled “Purchase Memorandum,” containing all the terms of the order. A
duplicate “ Purchase Memorandum” was enclosed with a request that Black sign it and return
it to Mastercraft. Black kept both copies without signing either. When Mastercraft delivered
the set to Black, Black refused delivery. Mastercraft sued Black for $1,000. Can Mastercraft
obtain judgment? Explain.
b. White orally ordered a television set from Mastercraft for $300, but White made no down
payment. Mastercraft orally accepted the order and later sent White a "Purchase Memoran
dum” containing all the terms of the oral order. A duplicate “Purchase Memorandum” was
sent to White for his signature, but White neither signed it nor returned it. When Mastercraft
delivered the set, White refused to accept delivery. Mastercraft sued White for $300. Can
Mastercraft obtain judgment? Explain.
c. Green orally ordered a $600 television set from Mastercraft but made no down payment.
Mastercraft accepted the order and later sent Green “Purchase Memorandum No. 1208,” in
duplicate, containing all the terms of the order, and requested Green to sign the duplicate
and return it to Mastercraft. Green kept both copies without signing either, but wrote Master
craft as follows: “ Referring to Purchase Memorandum #1208, please be advised that I am can
celling this order. Green.” When Mastercraft delivered the television set, Green refused to
accept delivery. Mastercraft sued Green for $600. Can Mastercraft obtain judgment?
Explain.
d. Brown orally ordered a $700 television set from Mastercraft and made a down payment of $100.
When Mastercraft delivered the set, Brown refused to accept delivery. Mastercraft sued
Brown for $600, the balance of the purchase price. Can Mastercraft obtain judgment? Ex
plain.

No. 11 (10 points)
O borrowed $60,000 from M and secured it by a mortgage on a business building owned by O.
Give reasons for your answer to each of the following questions:
a. If the building is damaged by fire shortly thereafter, has M any prior lien on the insurance
proceeds over the claims of other creditors of O?
b. If O later leases the building to T for ten years and T pays a lump sum rental of $30,000 for the
period in advance, how effective is T ’s lease in the event that M forecloses a t the end of three
years?
c. If you were buying the building from O for $90,000, but paying only the $30,000 excess over
and above the mortgage, would you prefer to buy it “subject to” or “assuming” the mortgage
debt?
d. Assume that O gave M a mortgage on the business building and lot X, each of which is worth
$60,000, as security for the $60,000 loan. If he also gives a second mortgage on lot X to secure
a $5,000 obligation to A, may A, if O defaults on the $60,000 obligation, insist that M foreclose
only on the building if it will sell for enough to pay the debt in full?
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No. 12 (10 points)
A, B and C were partners. A t the end of five years, C withdrew and D took his place with the
consent of A and B. The business continued without liquidation. Three years later, the firm of
A, B and D dissolved and liquidated. Answer the following questions using Uniform Partnership
Act rules and giving your reasons for the answer:
a. If the firm of A, B and C owed $4,000 to X, and the firm of A, B and D owed $6,000 to X
and $6,000 to Y (who had not done business with the firm of A, B and C), how would the firm
assets of A, B and D, totaling $4,000, be distributed if a court were in charge of the liquidation?
b. If C, a t the time he withdrew had published a newspaper notice of his withdrawal, which notice
Weis not seen by either X or Y, would C be personally liable for:
1. The unpaid balance of the $4,000 debt to X?
2. The unpaid balance of the $6,000 debt to X?
3. The unpaid balance of the $6,000 debt to Y?
c. W hat personal liability, if any, has D for each of the three debts mentioned, if he did not ex
pressly assume any liability when he entered the firm?
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IN D E X
NOTE: The first figure in parentheses, e.g. (Q 4), indicates th at this subject appears in Question 4 on
the page shown at the right. The letters in parentheses indicate which of the four examinations this
subject appears in. (L) is Law; (T), theory; (P), practice; (A), auditing.
ACCEPTANCE
As completion of contract (Q 2 )..................................................................................................... (L)
Verbal, as constituting contract (Q 1)........................................................................................... (L)
ACCEPTED ACCOUNTING PRIN CIPLES
Correct or incorrect (Q 3 )................................................................................................................ (T)
( Q 4 ).................................................................................................................. (T)
(Q 9 ).................................................................................................................. (T)
ACCOUNT
Define and distinguish between kinds (Q 10).................................................................................. (L)
ACCOUNT REN D ERED
Define (Q 10)........................................................................................................................................ (P)
ACCOUNT STATED
Define and explain (Q 10)................................................................................................................ (L)
ACCOUNTANT
Income tax return of (Q 10)............................................................................................................ (L)
Rights in retaining reports, returns and working papers (Q 4 )................................................... (L)
ACCOUNTANT’S ENGAGEMENT
Status of and rules of law governing (Q 4 ).................................................................................... (L)
ACCOUNTANT’S SERVICES
Liability for engagement of (Q 4 )................................................................................................... (L)
ACCOUNTING DEPARTM ENT
Inadequate trial balance prepared by (Q 2 )...................................................................................(P)
ACCOUNTING PRACTICE
Questions in .................................................................................................................... 1, 22, 41, 60, 80,
ACCOUNTS RECEIVABLE
Average collection time ( Q 10)........................................................................................................(T)
Unconfirmed by correspondence ( Q 3 )........................................................................................... (A)
ACCRUAL BASIS
Hospital accounts, from cash basis (Q 3 )...................................................................................... (P)
ACTUAL COST
Variance from standard cost (Q 1)..................................................................................................(P)
ADDITIONS
Buildings and machinery, audit verification (Q 5 )....................................................................... (A)
ADMINISTRATIVE AND GENERAL COSTS
Analysis, before accepting order (Q 1 )........................................................................................... (P)
ADVERTISING EXPENSE
Verification of (Q 8 ).......................................................................................................................... (A)
AFFILIATED COMPANIES
(See “Holding companies and subsidiaries” )
AGENCY
Acts by agent (Q 11)...........................................................................................................................(L)
Conveyance v. purchase, by agent (Q 5 )..........................................................................................(L)
Employee as agent (Q 5).....................................................................................................................(L)
How created (Q 1 )...............................................................................................................................(L)
Manager’s right to hire and lease (Q 8 )........................................................................................... (L)
Notice to agent and not to principal (Q 1)...................................................................................... (L)
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111
112
115
21
10
21
38
37
37
37
26
103
50
33
81
80
52
45
97

58
56
56
76
100
76

P r in cip a l a n d a g e n t v . in d ep en d e n t c o n tr a c to r ( Q 1) ....................................................................................(L ) 76

Revocation by mail (Q 5 )...................................................................................................................(L)
Salesman as agent (Q 5 )..................................................................................................................... (L)
Undisclosed principal, liability (Q 4 )................................................................................................ (L)
AGENTS
(See “Agency” )
APPRECIATION
Fixed assets (Q 9)..............................................................................................................................(T)
ARCHITECTS’ PRACTICE
Taxable income from partnership interest (Q 8 )...........................................................................(A)
ASSESSMENTS
Special, capitalized or charged to expense (Q 3 )...........................................................................(T)
ASSETS
Fixed, appreciation of (Q 9 ) ............................................................................................................ (T )
Fixed, audit of retirements (Q 2 ).................................................................................................... (A)
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ASSETS— Continued
Fixed, gain or loss on disposal (Q 6 )..................................
Fixed, price-level changes affecting (Q 1).........................
Fixed, verification of additions (Q 5 ).................................
Pledged, as excess over liabilities, on balance-sheet (Q 9)
Transfer of, in companies’ sale (Q 1)..
ASSIGNMENTS
(See “Bankruptcy” ; "Contracts” )
AUCTION SALE
Statute of frauds as affecting (Q 4 ).. .
AUDIT
Balance-sheet versus detailed (Q 3 )...
( Q 8 ).......
First audit by public accountants (Q 4 )..............................
Inaccurate records and no internal control (Q 2 ) ..............
Interim work (Q 9 ).........................
AUDIT ADJUSTM ENTS
Prepare working papers in detail (Q 3)
AUDIT PROGRAM
Accounts receivable and sales (Q 9 ).............................. ___
First audit v. previous audits (Q 4 ).....................................
Outline of (Q 1).............................
AUDITING
Questions in ...............................................................................
AUDITOR
Extent of examination by, previous to audit period (Q 10).
BAD DEBTS
Reserve for (Q 8 ) ......................................................................
BAILM ENT
(See also “ Consignment’’;
Goods in transit” ; “Warehouseman.” )
Bailee’s lien (Q 9 )..........
.............................................................
Compensated, responsibility for expenses (Q 4 )...................................
Distinguish from mortgage, pledge, sale (Q 4 )................. ....................
Goods in possession of warehouseman (Q 11).............................. .
( Q 6 ) ........................................
Oil drums returned to seller, after use (Q 6 )........ ........................ .
Subject m atter of (Q 4 ) ..........................................................................
BALANCE-SHEET
Correct, from accounting department trial balance (Q 2). . ...............
Verify by written confirmation (Q 2 ) .............. ....................... .............
Working papers, detailed (Q 3 ) ..............................................................
BALANCE-SHEET AUDIT VERSUS DETAILED AUDIT (Q 3).
(Q 8).
BANK BALANCES
Balance-sheet treatm ent for different purposes (Q 5)................... .
BANK RECONCILIATION
Prepare and adjust in journal (Q 1 )...................................................
BANKRUPTCY
Assignments in (Q 8 ).............................. ......... .........
Claims as liabilities, against new business (Q 9). .
Lien v. unsecured claim (Q 9 )....... ...........................
Partnership, allocation of assets to creditors (Q 2)
Payments to creditors (Q 2 ) ....................................
Release of surety, a t discharge of principal (Q 7).
Statements for creditors’ committee (Q 1)........
Voluntary bankrupt (Q 8 ).......................................
BILL OF EXCHANGE
Forged signature of drawer (Q 12)...................
G uarantor’s liability upon withdrawal (Q 2 ) ........
BOND DISCOUNT
(See “ Discount” )
BONDS
Conversion into stock, journalize (Q 2 ) . . .............
Mortgage, convertible into stock (Q 7)...................
Outstanding, audit of (Q 7 )......................................
BRANCHES
Foreign, conversion of currency (Q 4 ).....................
Worksheet, branch and home office (Q 1).............
BREAK-EVEN POINT
Explain term and method of determining (Q 5). . .
BUDGET
M onthly cash, prepare (Q 2 )...................................
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BUILDINGS
(See also “ Depreciation” )
Valuation of (Q 4 )..............................................................
BURDEN
(See “Overhead” )
BURDEN VARIANCE
Define term (Q 8)...............................................................
CARRY-BACK AND CARRY-OVER
Net income, after operating losses (Q 1).........................
CASH
Abstraction, and failure to account for (Q 3 ) ................
On hand, audit of department store (Q 1)......................
Petty cash fund and imprest system ( Q l ) .....................
Reconciliation of transactions (Q 2 ) ................................
Verification, endorsements on paid checks (Q 1)...........
CASH BASIS
Hospital accounts, accrual v. cash basis (Q 3)...............
CERTIFICA TE OR OPINION
Representations discreditable to profession (Q 9 )..........
Unqualified, hardware company audit ( Q 3 ) ..................
C ER TIFIED PUBLIC ACCOUNTANT
(See “Accountant” )
CHAIN STORES
Retail drug inventories (Q 2 ) . .........................................
CHARITABLE ORGANIZATION
Endowment fund audit (Q 6 ) ..........................................
Gifts to, how recorded (Q 3).............................................
CHECK BOOK
Only accounting record of restaurant ( Q 3 ).. ................
CHECKS
Drawee bank’s obligation to holder (Q 12).....................
Forged endorsement position of bank (Q 12).................
Post-dated (Q 12)......................................................... . CHOCOLATE MANUFACTURER
Bad debt reserve (Q 8)......... ....... ........... .........................
COMMERCIAL LAW
Questions in .. . . . . . ............................... ...........................
COMMON CARRIERS
Liability, to owner of goods (Q 7)..................... .............
( Q 8 )...................................
COMMON STOCK
Book value, formula for computing (Q 10).....................
CONFIRMATION
Written, of balance-sheet items (Q 2)..............................
Receivables
accepted auditing procedure (Q 3 )....... ...............
confirmation procedures (Q 2 ) ......................................
From trustee, for bonds outstanding (Q 7 ) . . . . . ..........
consignment
Stoves, prepare adjustments (Q 3 )...................................
CONSOLIDATED STATEMENTS
(See “Statements” )
CONSOLIDATIONS
(See “Holding company and subsidiaries” ; “mergers” )
CONTAINERS AND DEPOSITS
Accounting methods (Q 7 ) ................................................
Bottles and cases, tax purposes (Q 1). . ..........................
c o n t in g e n t LIABILITIES
(See “ Liabilities”)
CONTRACTS
Assignable, respecting insurance (Q 8 ) ....... ................. .
Assignment of rights under (Q 2 ).................................... .
Consideration in (Q 11)................................... ....... .
Define “contract” (Q 2 ).....................................................
Employees and labor union (Q 7 ) .................. .................
How discharged (Q 1 ).............................. .........................
How enforceable at law (Q 2 ).....................— ................
How made void or voidable (Q 1 )....................................
Interest rate not mentioned (Q 9 )....................................
Made by mail (Q 9 )..............................
....................
Performance, excuse, in case of accident (Q 3 ).......... . . .
Promise made, as legal tender (Q 9 ) . ...... ................. .
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CONTRACTS— Continued
Promises in (Q 11)................................................
Purchase by agent, liability of buyer (Q 12). . .
Things not yet in existence (Q 11).....................
Third party liability (Q 3 )...................................
Title passing, in unconditional (Q 9 ).................
Verbal acceptance as constituting (Q 1 )............
Verbal, as unenforceable (Q 11).........................
Verbal promise to render services (Q 3 )............
Written, types enforceable (Q 2 )........................
CONTRIBUTION ACCOUNT
Audit of (Q 5 ).......................................................
CONVERSION OF CURRENCY
Foreign branch for home office (Q 4 ) .................
CORPORATION
Distinguish between partnership (Q 3 )..............
Dividends payable, as liability (Q 10)...............
Formation into partnership (Q 9 ) ......................
Officials’ salaries, authorization (Q 7 )................
Promoter’s contracts as binding (Q 3 ) ..............
“True” or “false” statements regarding (Q 11)
COST ACCOUNTING
Cost of goods manufactured or sold (Q 2 ) ........
Definitions of terms used (Q 8 )..........................................................
Direct costs to job by departmentalization (Q 9 )............................
Historical versus predetermined cost systems (Q 9 )........................
Manufacturing company, cost analysis (Q 1)...................................
Manufacturing costs by departments (Q 3 )......................................
Manufacturing expense, disposition methods (Q 6 ) ........................
Process costing for engine manufacture (Q 9 )..................................
Process costing, material requisitions (Q 9 ).....................................
Process costs of departments ( Q 2 ) ...................................................
Product costs, inventory verification (Q 8 )......................................
Productive capacity of plant (Q 9 ) ..................................................
Self-service grocery departments (Q 8 )...........................................
Steam shovel operating costs (Q 2 ).................................................
“T rue” or “false” statements regarding (Q 9 )...............................
Unit costs by departments (Q 3 ) .....................................................
Variance from standard to actual cost (Q 1 )..................................
Work-in-process
inventory by job costs (Q 9 ).........................................................
inventory verification (Q 8 )..........................................................
valuation affected by estimating ( Q 9 ).......................................
CURRENT RATIO
Formula for computing (Q 10).........................................................
CURRENT RUNNING ACCOUNT
Define (Q 10)......................................................................................
DEBT
Matured, payments on (Q 6 ) ............................................................
Unsecured (Q 7 )..................................................................................
DEEDS
Quitclaim ( Q 11).................................................................................
W arranty (Q 11).................................................................................
D EFER RED CHARGES
Audit of account (Q 3 )......................................................................
Discount on bonds payable ( Q 4 )....................................................
DEPARTM ENT STORE
Cash on hand, verification by auditor ( Q 1) ..................................
DEPARTM ENTAL
Rates based on operations ( Q 1) ......................................................
Self-service grocery costs (Q 8 )........................................................
Telephone company accounts ( Q 1) .................................................
Unit costs of manufacturing (Q 3 )...................................................
DEPARTMENTALIZATION
Essential to job costing (Q 9 )...........................................................
DEPRECIATION
Building and machinery, affecting purchase price (Q 10)............
Building, machinery and equipment of iron castings plant (Q 5)
Buildings of merged companies ( Q 1) ..............................................
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DEPRECIATION— Continued
Machinery, correction and computation of account (Q 1)
Office building, explain methods for use (Q 6 )...................
Omission of, in statements of governmental units (Q 8). .
“Sum-of-life-periods” (Q 9 )...................................................
Usual accounting theory v. federal tax regulations (Q 1).
DEVELOPMENT EXPENSE ACCOUNT
Audit of (Q 5 ).........................................................................
DIRECTORS
Responsibility for ultra vires business ( Q 11) ....................
Voting by proxy (Q 11).........................................................
DISCOUNT
(See also “Bonds” )
Bonds
as deferred charges (Q 4 )...................................................
balance-sheet treatm ent (Q 2 )..........................................
proper amortization of (Q 9 ).............................................
Common stock, balance-sheet treatm ent of (Q 8 ).............
Sales, detailed audit examination of (Q 3 )..........................
Sales discuss varying treatm ent ( Q 9 ).................................
Uncollected, on notes receivable (Q 2 ) ................................
DIVIDENDS
Cash
as debt of corporation ( Q 11) ............................................
directors forced to declare ( Q 11) .....................................
Earned and liquidating (Q 5 )...............................................
From surplus, rights of stockholder (Q 7 )...........................
From write-up of patent account (Q 3 )..............................
Paid in company’s own stock (Q 5).....................................
Payable in cash, as corporate liability (Q 10)....................
Preferred stock, as cumulative ( Q 11).................................
Stock certificates as (Q 12)....................................................
DONATIONS
Hospital accounts (Q 3 ).........................................................
DOWER
Widow’s, in estate ( Q 11) ......................................................
DRUG STORE
Inventories of drug chain ( Q 2 ) ............................................
Partnership income, for federal taxes ( Q 3 ) ........................
DRUMS
Return to seller, as bailment (Q 6 ) .................. ................
DUES AND SUBSCRIPTIONS ACCOUNT
Audit of (Q 5 )........................................................................
DURESS
Effect on contract ( Q 1) ........................................................
ELEEMOSYNARY INSTITUTION
(See “Charitable organization” )
EMPLOYEES
Hiring by manager (Q 8 ).......................................................
EMPLOYEES’ PURCHASES FUND
Trustee’s account (Q 1).........................................................
ENDORSEMENT
Accommodation, as contingent liability (Q 1)...................
By holder of negotiable instrument (Q 9 )...........................
Failure of consideration for ( Q 1).........................................
Forged, position of drawee bank (Q 12)..............................
Paid checks, examination of (Q 1).......................................
Restrictive (Q 12)...................................................................
ENDOWM ENT FUND
Gifts, how recorded ( Q 3 ) .....................................................
Hospital, prepare balance-sheet (Q 3 ).................................
Securities and income, audit (Q 6 ).......................................
ESTATES
Dower of widows ( Q 11) ........................................................
Funds, in intestate estate ( Q 6 )............................................
Joint tenancy of land ( Q 11) .................................................
Life tenant of real property (Q 11) ......................................
Property held by tenants in common (Q 11)......................
ETHICS
(See “Professional ethics” )
EXAMINATIONS
Auditor’s, before period of audit (Q 1 0 )............................
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expendable revenue fund
Of municipality (Q 4 ).....................................
EXPENSE ACCOUNTS
Errors in, as affecting balance-sheet (Q 8 )..
FACTORS
Rights and liability of (Q 5 )..............................
FARM EQUIPMENT
Sold by installments, methods of reporting income (Q 9)
FIN ISH ED GOODS TURNOVER
Formula for computing (Q 10)........................
F IR E INSURANCE
(See “ Insurance” )
FIR E LOSS
Raw material inventory (Q 3 )............................................
Report on (Q 8 )....................................................................
FISCAL YEAR CLOSING
(See “ Natural business year” )
FLOUR M ILL
Sales under Uniform sales act (Q 3 )..................................
FOREIGN CURRENCIES
Conversion, for consolidation (Q 4 )...................................
FRAUD
(See also “Statute of frauds”)
Affecting contracts ( Q 1).....................................................
Auditing procedures to uncover (Q 1)...............................
Fraudulent disbursements (Q 4 ).........................................
Internal control procedures to prevent (Q 3 )...................
FUNDS
(See also “ Endowment fund” )
Employees’ purchases ( Q 1) ................................................
Hospital, prepare balance-sheet (Q 3 )...............................
Municipal budgetary accounts (Q 6 ).................................
Municipal expendable revenue (Q 4 ).................................
GIFTS
Eleemosynary institution ( Q 3 ) ..........................................
GOODWILL
Basis for determining (Q 10)...............................................
“ Negative,” define and explain (Q 10)..............................
GOVERNMENTAL ACCOUNTING
(See “Municipal accounts” )
GRAPHIC REPRESENTATIONS
M atch diagrams with descriptions (Q 8 )..........................
GROCERY STORE
Departmental costs for self-service (Q 8 )..........................
GUARANTEE OF PRODUCTS
As contingent liability ( Q 1)...............................................
GUARANTY
Withdrawal of, on payment of bills of exchange (Q 2 )...
HARDWARE COMPANY
Audit procedure and certificate (Q 3 )................................
HISTORICAL COST SYSTEMS
Compare with predetermined cost systems (Q 9 ) ............
HOLDERS IN DUE COURSE
(See “ Negotiable instruments” ; “ Notes” )
HOLDING COMPANY AND SUBSIDIARIES
Affiliates included in consolidated statements (Q 8 )........
Earnings and dividends of subsidiaries ( Q 1) ...................
Income and expense, working papers ( Q 4 )......................
Notes in consolidation of accounts (Q 7 )..........................
Valuation of subsidiary’s investment ( Q 9 )......................
HOME OFFICE
(See “Branches” )
HOSPITAL
Funds, worksheet and balance-sheet (Q 3 ).......................
Statements, from cash to accrual basis (Q 3 )...................
IM PREST SYSTEM
Operation of cash fund (Q 1)..............................................
INCOME
Net, after operating losses (Q 1 )........................................
Rental value of apartment as income (Q 12)....................
INCOME TAXES
Accountant’s fees as deduction (Q 1)......... ......................
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INCOME TAXES—Continued
Accountant’s income, how taxable (Q 10).................................................................................... .(L)
Accrual basis, net income ( Q 4 ).................................................................................................... .(A)
Alimony deduction (Q 1)................................................................................................................ .(P)
Annuity exemption ( Q 1)................................................................................................................ .(P)
Annuity, income from (Q 1 )..................
................................................................................. .(P)
Architect’s partnership income (Q 8 )............................................................................................ .(A)
As contingent liability ( Q 1) ........................................... ............................................................... .(T)
Award in lawsuit, as taxable (Q 1 )............................................................................................... .(P)
Bad debts, as deductible (Q 12).................................................................................................... .(L)
Bond coupons, later than calendar year (Q 1)............................................................................ .(P)
Bond premium as taxable gain (Q 12).......................................................................................... .(L)
Bonds into stock, same corporation (Q 1 ).................................................................................... .(P)
Bonus, employees’ (Q 1 )................................................................................................................. .(P)
Cancellation of debt, as taxable ( Q 1) .......................................................................................... .(P)
Capital stock of wholly-owned subsidiary (Q 1 )......................................................................... .(P)
Cash basis for calendar year ( Q 1)................................................................................................ .(P)
Cash prize, taxability (Q 1).. ....................................................................................................... .(P)
Cash surrender value of insurance policy (Q 1)......................... ................................................. .(P)
(Q 1)........................................................................... .(P)
Charitable contributions ( Q 1) ....................................................................................................... .(P)
(Q 1)....................................................................................................... .(P )
Child as dependent (Q 1)................................................................................................................ .(P)
Corporate property, loss on sale ( Q 5 ) .......................................................................................... .(T)
Damage to real estate (Q 12)......................................................................................................... .(L)
Deductibility of certain items (Q 4 ).............................................................................................. .(P)
( Q 1).............................................................................................. .(P)
Depreciation on buildings (Q 5 )...................................................................................................... .(T)
( Q 1)..................................................................................................... .(P)
Dividends, as ordinary income (Q 12)............................................................................................ .(L)
Dividends in company’s own stock (Q 5 )........................................................................................(T)
Educational expenses of employees ( Q 1) ...................................................................................... .(P)
Employee training cost ( Q 1) .......................................................................................................... (P)
Endowment policy proceeds ( Q 1) .................................................................................................. .(P)
Exchange of real estate (Q 12)........................................................................................................ (L)
Exemption a t age 65 (Q 1 )............................................................................................................... (P)
Exemptions for dependents (Q 12).................................................................................................. (L)
Federal schedule M, on calendar-year basis ( Q 4 )........................................................................ .(A)
Installment basis, sales of property ( Q 1) ...................................................................................... (P)
Interest on government bonds ( Q 1) ................................................................................................(P)
Interest on refund of taxes ( Q 1) .................................................................................................... (P)
Land sold to stockholders ( Q 1) ...................................................................................................... .(P)
Liquidation of assets, gain or loss (Q 12)....................................................................................... .(L)
( Q 1) ..........................................................................................(P)
Long-term gain or loss ( Q 1)............................................................................................................ (P)
Microfilmed tax records ( Q 1) .......................................................................................................... (P)
Old-age benefits as taxable ( Q 1) ..................................................................................................... (P)
Option, gain from (Q 1).................................................................................................................... (P)
Optional v. actual method (Q 1)..................................................................................................... (P)
Partnership income after salary deductions (Q 6 )......................................................................... (L)
Partnership income, retail drug store ( Q 3 ) ................................................................................... (P)
Partnership interest, sale of (Q 1 )................................................................................................... (P)
Partnership to sole proprietor (Q 3 )................................................................................................ (P)
Playground equipment as gift ( Q 1) ............................................................................................... (P)
Professional fees, deductibility (Q 6 ).............................................................................................. (L)
(Q 1)............................................................................................. (P)
Professional reference books, deductibility (Q 1).......................................................................... (P)
Professional society dues, deductibility ( Q 1) ................................................................................ (P)
Property distributed as dividend (Q 5 ).......................................................................................... (T)
Real estate lots as dividends (Q 1 )........................................................ ......................................... (P)
Real estate sales, loss reimbursement (Q 1 )................................................................................... (P)
Rental value, part of salary ( Q 1) ................................................................................................... (P)
Sales and exchanges, sole proprietory (Q 4 )................................................................................... (P)
School teacher’s salary ( Q 1) ............................................................................................................ (P)
Soft drinks manufacturing ( Q 1) ..................................................................................................... (P)
Split income, joint return (Q 10)..................................................................................................... (L)
Stock option as incentive ( Q 1) .................................................... ............................................... (P)
Stock transactions, gain or loss (Q 6 ) ........................................................................................... (L)
Tax basis, profit on stock ( Q 1) ....................................................................................................... (P)
Tax-free consolidation, profits and dividends (Q 1 )...................................................................... (P)
Taxable income and income tax expense (Q 4 )............................................................................. (A)
Taxable income, iron castings plant (Q 5 )..................................................................................... (L)
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INCOME TAXES—Continued
Taxable income, methods for computing (Q 6 ) ...............................................................................(L)
Temporary rent paid by friend ( Q 1) ............................................................................................... (P)
Traffic fines, deductibility (Q 1)........................................................................................................ (P)
Travel expenses, deduction of (Q 1 )................................................................................................. (P)
Trust distributions, gross income (Q 5 )........................................................................................... (T)
Widow of employee, payment to (Q 1).............................................................................................(P)
Worthless bond, stock and loan (Q 1).............................................................................................. (P)
INCOMING PARTNER
Liability of (Q 3 )................................................................................................................................. (L)
IN D EPEN D EN CE OF ACCOUNTANT
Legal v. accounting profession (Q 5)................................................................................................ (A)
INFANT
Liability of (Q 11)................................................................................................................................(L)
( Q 1)................................................................................................................................. (L)
INSTALLMENT
Delivery of goods by (Q 1 ).................................................................................................................(L)
(Q 2 )................................................................................................................(L)
Notes receivable, audit of (Q 2 )....................................................................................................... (A)
Payments, title to goods, absence of agreement (Q 11)................................................................. (L)
Profits on sales, treatm ent on certificate (Q 2 ).............................................................................. (A)
Real estate sales, basis for tax (Q 1)................................................................................................(P)
INSTITUTION
Gifts to, for charitable purposes (Q 3 )............................................................................................ (T)
INSURABLE INTEREST
In property insurance (Q 8 ) .............................................................................................................. (L)
INSURANCE
Contracts, when assignable (Q 8 )..................................................................................................... (L)
Fire
co-insurance clause (Q 8 )............................................................................................................... (L)
( Q 12)............................................................................................................. (L)
examination of policies for audit (Q 5 )........................................................................................ (A)
loss paid to mortgagee (Q 12)...................................................................................................... (L)
mortgagee’s lien on proceeds from (Q 11).................................................................................... (L)
rights of mortgagee (Q 12)............................................................................................................ (L)
smoke damage (Q 12).....................................................................................................................(L)
Life
cash surrender value
corporate officer (Q 1)................................................................................................................ (P )
creditors’ right to (Q 12)............................................................................................................(L)
tax treatm ent (Q 1).................................................................................................................... (P)
change of beneficiary (Q 12)..........................................................................................................(L)
lapsed policy (Q 12)....................................................................................................................... (L)
misrepresentations on policy (Q 12)............................................................................................. (L)
policy for protection of creditor (Q 12)........................................................................................(L)
program for partnership (Q 1 )...................................................................................................... (P)
recovery of premiums by corporation (Q 8 ).............................................................................. (L)
Property, insurable interest determination (Q 8 )........................................................................... (L)
“ True” or “false” statements regarding (Q 12)...............................
(L)
IN TER EST
Accrual, debt payable on demand (Q 9)..........................................................................................(L)
Charge, in absence of contract or statute (Q 9 )............................................................................. (L)
R ate not mentioned in contract (Q 9)............................................................................................. (L)
Undated note payable (Q 9 )............................................................................................................. (L)
INTERNAL CHECK
Clients’ systems of, questionnaire (Q 9 )..........................................................................................(A)
INTERNAL CONTROL
Audit program after consideration o f (Q 9 )....................................................................................(A)
Cash transactions not controlled (Q 1).......................................................................................... (A)
Fraud in cash receipts (Q 3 )............................................................................................................. (A)
Fradulent disbursements (Q 4 )......................................................................................................... (A)
Hardware company audit, unqualified certificate (Q 3 )................................................................ (A)
P e t t y c a sh fu n d (Q 1 ) ...................................................................................................................................................... (A )
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Questionnaire items (Q 4 )..................................................................................................................(A) 117
INVENTORY
Base stock method (Q 4 )................................................................................................................... (T) 93
Changes in price level (Q 1 ).............................................................................................................. (T) 49
Cost method reflecting periodic income (Q 1 )................................................................................ (T ) 111
Finished goods of manufacturer ( Q 1)..............................................................................................(A) 73
First-in, first-out
departmental unit costs (Q 2 )........................................................................................................(P) 67
effect of (Q 2 ).................................................................................................................................. (T) 49
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INVENTORY— Continued
Last-in, first-out
discuss method (Q 4 )...................................................................................................................... (T) 93
effect of (Q 2 )...................................................................................................................................(T) 49
fire loss (Q 3 )....................................................................................................................................(P) 64
when to use (Q 9 )............................................................................................................................ (T) 115
Lower of cost or market (Q 6 )...........................................................................................................(T) 31
( Q 9 ) ...........................................................................................................(T) 115
Materials in bulk (Q 7 ).......................................................................................................................(A) 16
Replacement value of, adjustments (Q 2 )....................................................................................... (A) 95
Retail drug chain (Q 2 )...................................................................................................................... (A) 33
Retail jewelry business (Q 3 ).............................................................................................................(A) 116
Retail method (Q 2 )............................................................................................................................ (P) 46
( Q 7 ) . . ........................................................................................................................(T) 113
Work-in-process, verification (Q 8 ) ............................................................................
(A
INVESTM ENT ACCOUNT
Analyze and adjust (Q 5 )................................................................................................................... (A) 34
Set up and analyze by “average cost” method (Q 2 )..................................................................... (P) 109
IRON CASTINGS MANUFACTURE
Income for tax purposes (Q 5 )...........................................................................................................(L) 37
JEW ELRY RETAILER
Inventory problems (Q 3 )...................................................................................................................(A) 116
JOB COST
Define term (Q 8 )................................................................................................................................ (T) 13
Departmental burden rates (Q 1)...................................................................................................... (P) 22
LABOR PRICE VARIANCE
Define term (Q 8 )................................................................................................................................ (T) 13
LABOR UNION
Contract for wages (Q 3 ).................................................................................................................... (L) 55
LAND
Mortgaged, as contingent liability (Q 1 )...................................................................................
.(T ) 69
LAW SUIT
As contingent liability ( Q 1) .............................................................................................................. (T) 69
LEASE
Affected by mortgage foreclosure (Q 11).......................................................................
(L) 1
LEDGER BALANCE
Working papers for (Q 3 )................................................................................................................... (P) 87
LIABILITIES
Bankrupt’s claims against new business (Q 9 ).................................................................................(L) 100
Contingent, balance-sheet treatm ent (Q 1 )..................................................................................... (T) 69
Dividends payable in cash by corporation (Q 10)...........................................................................(L) 58
Excess of over-pledged assets (Q 9 )...................................................................................................(T) 32
Reflected in accounts, auditor’s verification (Q 6 )..........................................................................(A) 35
LIEN
Bailee’s (Q 9 )..................................................................................................................................... (L) 122
Mortgagee’s, on fire insurance proceeds (Q 11)............................................................................... (L) 122
Right of, in sale of goods (Q 4 )......................................................................................................... (L) 19
Storage charges (Q 7 ).......................................................................................................................... (L) 56
Versus claim in bankruptcy (Q 9 )..................................................................................................... (L) 101
L IFE INSURANCE
(See “Insurance”)
LIFE TENANT
(See also “Estates” )
Rights of (Q 11)................................................................................................................................ (L) 78
LIM ITED PARTNER
Liability o f ( Q 3 )............................................................................................................................... (L)
99
LIQUIDATIONS
Distribution of assets as gain or loss (Q 12).................................................................................. (L)
59
LOANS PA YABLE

Internal check of (Q 9 ).....................................................................................................................(A.)
LOSS
Disposition of property equal to tax reduction (Q 4 )...................................................................(T)
LOWER OF COST OR MARKET
Rule for, and exceptions to (Q 6 )....................................................................................................(T)
MACHINERY
Account, correct and showed depreciation ( Q 1)...........................................................................(P)
Depreciation, usual accounting theory v. federal tax regulations (Q 1 )....................................(T)
Expenditures for, how charged (Q 4 )............................................................................................. (T)
Ordered verbally, refusal to accept (Q 3 ).......................................................................................(L)
Purchased by installment, title to (Q 4 )........................................................................................ (T)
Repair cost for, how recorded (Q 10)............................................................................................. (T)
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MANUFACTURING
Computation formulas applied to (Q 10).........................................................................................(T)
Cost analysis before accepting order (Q 1)...................................................................................... (P)
Costs, by departments (Q 3 )........................................................................................................... (P)
Expense, methods of disposition (Q 6 ).............................................................................................(T)
Overhead, determine application (Q 7 )............................................................................................ (A)
MARSHALLING OF ASSETS
Explain term ( Q 3 )........................................................................................................................... (L)
MATERIAL EFFICIENCY VARIANCE
Define term (Q 8 )..............................................................................................................................(T)
MERCHANDISE
Not yet received
balance-sheet treatm ent (Q 3 ).....................................................................................................(T)
Turnover, comparative for different companies (Q 6 )................................................................. (T)
M ERGERS
Depreciation deductions on buildings (Q 1)...................................................................................(P)
M ICROFILM
Records for tax purposes (Q 1)........................................................................................................(P)
M IN IN G COMPANY
Earned and liquidating dividends (Q 5 )........................................................................................ (T)
M INOR
(See “ Infant”)
MORTGAGE
Foreclosure to satisfy debt (Q 11)...................................................................................................(L)
“Subject to ” v. assuming (Q 11)..................................................................................................... (L)
M UNICIPAL ACCOUNTS
Assessment fund, prepare balance-sheet (Q 4 )...............................................................................(P)
Depreciation omission from statements (Q 8 ).............................................................................. (T)
Expendable revenue fund (Q 4 ).........................................................................................................(P)
Funds from budgetary accounts (Q 6 )............................................................................................. (P)
Surplus fund analysis (Q 4 )................................................................................................................ (P)
MUTUAL ACCOUNT
Define (Q 10)........................................................................................................................................ (L)
MUTUAL MISTAKE OF FACT
Effect on contract (Q 1)......................................................................................................................(L)
NATURAL BUSINESS YEAR
Seasonable products business (Q 5 )...................................................................................................(T)
NEGOTIABLE INSTRUM ENTS
(See also “Bill of exchange;” “Checks;” “ Notes” ; “Warehouse receipts” )
Ambiguous (Q 3 )..................................................................................................................................(L)
Defense to (Q 12)................................................................................................................................ (L)
Endorsement by holder (Q 9 ).............................................................................................................(L)
Holder taking payment (Q 12)...........................................................................................................(L)
“Holders in due course” (Q 12)......................................................................................................... (L)
( Q 2 )........................................................................................................... (L)
“Order,” transfer without endorsement (Q 12)............................................................................... (L)
Restrictive endorsement (Q 12).........................................................................................................(L)
Undated (Q 3 )...................................................................................................................................... (L)
Who is deemed endorser (Q 2 )........................................................................................................... (L)
Written and printed provisions (Q 3 )............................................................................................... (L)
N ET INCOME
Effect of sale of castings plant (Q 5 )............................................................................................... (L)
NOTES
(See also “ Negotiable instruments” )
Holding company transactions (Q 7 )................................................................................................ (T)
Promissory
by agent, purchaser’s liability (Q 12)........................................................................................... (L)
capacity of signer ( Q 1) .................................................................................................................. (L)
clauses impairing negotiability (Q 6 )............................................................................................ (L)
failure of consideration ( Q 1) ......................................................................................................... (L)
held in due course (Q 1)..................................................................................................................(L)
“I promise to pay” by co-signers (Q 1)........................................................................................(L)
( Q 3 )..................................................................................... .(L)
interest on undated (Q 9 )............................................................................................................... (L)
liability of indorsers (Q 1)..................................................................
maker against holder, defenses available (Q 3 )........................................................................... (L)
not containing promise to pay (Q 10)...........................................................................................(L)
recovery by purchaser of note sold (Q 1 )......................................................................
sale of bonds held as security (Q 5)...............................................................................................(L)
Receivable, collectible in instalments (Q 2 ) ..................................................................................... (P)
OPINION OF ACCOUNTANT
(See "Certificate or opinion” )
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OUTGOING PARTNER
Liability of (Q 3 )..........................................................
OVERHEAD
Common or joint-costs (Q 8 )......................................
Departmental burden rates (Q 1)...............................
Manufacturing, audit of (Q 7 )....................................
PARTNERSHIP
Assets in kind, holding period (Q 12)........................
Average capital, basis of distribution (Q 6 )..............
Bankruptcy, allocations to creditors (Q 2 )................
Books of account (Q 2 ) ................................................
Capital accounts (Q 2 ).................................................
Capital of partners, relation to insurance ( Q 1) . . . .
Continuation, without new agreement (Q 5 )............
Debt, liability of partner for (Q 12)..........................
Dissolution, five ways for (Q 5 )..................................
Dissolution, liabilities of partners ( Q 3 )....................
Distinguish between corporation and (Q 3 )..............
Division of losses (Q 10)..............................................
Drug store income taxes (Q 3 )....................................
From corporate form (Q 9 ).........................................
From sole proprietor (Q 3 )..........................................
Income tax return (Q 6 )..............................................
“Marshalling of assets” applied to insolvent (Q 3 )..
Neglect of business by partner ( Q 2 ).........................
New partner
admission (Q 1)......................................... ...............
amount paid by (Q 2 ) ..............................................
responsibilities (Q 10)...............................................
Note of partner, signed in firm name (Q 10)............
Outgoing, incoming, secret or limited partners (Q 3)
P artner’s interest, rights of buyer of (Q 3 )...............
Suit against partners for damages (Q 2 )....................
PATENTS
Royalties on assignment of (Q 6 ).................................
Write-up of account ( Q 3 ).............................................
PAYROLLS
Deductions for stock purchased by employees (Q 11)
PENALTY
Deductible from income tax ( Q 1) .............................
PENSIONS
Charging off benefit costs (Q 6 )...................................
PETTY CASH FUND
Internal control of (Q 1 )...............................................
PLANT CAPACITY
Operation at more than 100% (Q 9 )...........................
PLANT REARRANGEMENT COSTS
Treatment in financial accounting (Q 4 ).....................
PR ED ETER M IN ED COST SYSTEMS
Compare with historical cost systems (Q 9 )...............
PREPAID EXPENSES
Audit of account ( Q 3 )..................................................
Explain theory (Q 1 ).....................................................
PRICES
Changes affecting inventories and assets (Q 1 )..........
Original versus replacement price (Q 2 )......................
PRINCIPAL AND AGENT
(See “Agency” )
PROCESS COSTS
(See “ Cost accounting” )
PROFESSIONAL ETHICS
Independence of accountant v. lawyer (Q 5)..............
Opinion discreditable to profession ( Q 9 )....................
PROFESSIONAL FEES
Deductibility from income taxes (Q 6 )........................
PROFIT AND LOSS FOR YEAR
Statement of, prepare from data (Q 2 )........................
( Q 2 )........................
Working papers for, prepare from data (Q 3 )............
PROMOTER
Compensation for services ( Q 11) .................................
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PUBLIC ACCOUNTANT
(See “Accountant”)
PUBLIC U TILITIES
Retirement reserve or retirement method of accounting (Q 6 )................................................... (T)
PUBLISHING COMPANY
Subscriptions, verification of unearned income (Q 4 )...................................................................(A)
PURCHASE DISCOUNTS
Treatment in financial accounting (Q 4 )........................................................................................(T)
PURCHASE MEMORANDUM
Goods sold on, seller’s rights (Q 10)............................................................................................... (L)
PURCHASE ORDERS
As contingent liability (Q 1)............................................................................................................ (T)
PURCHASES
Internal check of (Q 9 ).....................................................................................................................(A)
PURCHASING POWER OF DOLLAR
Relation to inventories and fixed assets (Q 1).............................................................................. (T)
QUASI-REORGANIZATION
Explain term and discuss (Q 3 )...................................................................................................... (T)
RAW MATERIAL
In storage, items included in costs (Q 3 )....................................................................................... (T)
Inventory destroyed by fire (Q 3 )...................................................................................................(P )
Turnover, formula for computing (Q 10)....................................................................................... (T)
REAL ESTATE
(See also “ Estates” )
Effect of will on property title (Q 11).............................................................................................(L)
Purchased by agent, liability of buyer for note (Q 12)................................................................ (L)
Quitclaim deed t o ( Q 11) .................................................................................................................. (L)
Sub-division company, statement of net profits (Q 2 )..................................................................(P)
RECEIVABLES
Accepted auditing procedure (Q 3 )...................................................................................................(A)
Confirmation of (Q 3 )......................................................................................................................... (A)
( Q 2 ).........................................................................................................................(A)
RECEIVERSHIP
Payroll funds, special trust account (Q 6 )....................................................................................... (L)
RECORDS
Inaccurate, audit from (Q 2 )..............................................................................................................(A)
RENTAL VALUE
As income (Q 12)................................................................................................................................. (L)
( Q 1) ................................................................................................................................... (P)
REORGANIZATION
Machine tool manufacturer (Q 3 )..................................................................................................... (P)
REPA IR EXPEN SE
Verification of (Q 8 )............................................................................................................................ (A)
REPLACEM ENTS
Valuation for audit, adjust entries (Q 2 ) ......................................................................................... (A)
REPORTS
Short-form, discreditable representations (Q 9 ).............................................................................. (A)
REPOSSESSION
Installment sales of furniture (Q 7 ).................................................................................................. (L)
Upon default in payments (Q 6 )....................................................................................................... (L)
RESERVES
Bad debts (Q 8 )................................................................................................................................... (A)
Contingency, proper set up (Q 9 ) .....................................................................................................(T )
Product guarantee (Q 5 ) .................................................................................................................... (A)
Sinking fund, purposes of (Q 2 )........................................................................................................(T)
RESTAURANTS
Financial statements from check book only (Q 3 ).......................................................................... (P )
RETA IL METHOD
(See “Inventories”)
R ET IR E M E N T
(See also “ Depreciation” )
Fixed assets, audit procedures (Q 2 ).............................................................................................. (A)
Method, versus retirement reserve method (Q 6 ).........................................................................(T)
REVENUE
Rule for taking up, discuss (Q 2 ).................................................................................................... (T)
ROYALTIES
Due or overpaid (Q 6 )...................................................................................................................... (A)
Expense, verification of (Q 8 ).......................................................................................................... (A)
SALARIES
Corporate officials, authorization (Q 7 ).......................................................................................... (L)
SALES
Buyer's liability for removal of property (Q 2 ).............................................................................(L)
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SALES—Continued
By description, rights of buyer and seller (Q 4). . . .
Conditional (Q 6 ).........................................................
Delivery by installment (Q 2 )....................................
Goods sold on purchase memorandum (Q 10)..........
Iron castings plant, effect on income (Q 5 )...............
Recovery against right of lien ( Q 4 )..........................
Repossession, upon default in payment (Q 6 )..........
Salesman as agent (Q 5 )..............................................
Seller’s right to charge storage (Q 2 ).........................
Theft of goods under contract of sale (Q 6 )..............
SALES DISCOUNT
(See “ Discount” )
SEASONAL PRODUCT MANUFACTURE
Year-end change (Q 5 ).................................................
SECRET PARTNER
Liability of (Q 3 )..........................................................
SECURITIES
(See also “Bonds” ; “Stock” )
Of stockbroker, balance-sheet treatm ent (Q 9 )........
Serial or certificate numbers on (Q 1)........................
SELLING COSTS
Analysis of, before accepting order (Q 1 )..................
SELLING EXPENSES
Treatment in financial accounting ( Q 4 )...................
SHORT-FORM REPORT
(See "Certificate or opinion” ; “Reports” )
SHOVEL (STEAM)
Costs of operation, how charged (Q 2 ) ......................
SIN KING FUND
Purposes of (Q 2 ).........................................................
SOFT DRINKS MANUFACTURE
Federal income taxes (Q 1)..........................................
SOURCE AND APPLICATION OF FUNDS
Explaining weak financial position (Q 4 )..................
SPLIT INCOME
In joint tax return (Q 10)............................................
STAMP TAXES
Deductible from income tax ( Q 1) ..............................
STANDARD COST
Basic or normal, define (Q 8 ) ......................................
Variance from actual (Q 1)..........................................
STATEMENTS
Consolidated, affiliated companies included in (Q 8)
Governmental units, omission of depreciation (Q 8).
Percentage statements, discuss ( Q 7 ).........................
Profit and loss, prepare from data (Q 2 )...................
( Q 2 )................. ..
Source and application of funds (Q 4 ).......................
STATUTE OF FRAUDS
Effect on sales of personal property (Q 4 ) .................
Machinery ordered by telephone (Q 3 )......................
STATUTE OF LIMITATIONS
Accounts, contracts, bills and notes (Q 12)...............
Default on contract (Q 8 )............................................
Payments on matured debts ( Q 6).............................
STOCK
Capital, increase in (Q 9 ).............................................
Common
difference between price and value (Q 9 )..............
discount treatm ent (Q 8 ).........................................
Corporation purchasing own stock (Q 11)................
Employees’ purchase, payroll deductions ( Q 11) . . . .
Increased valuation, purchaser’s accounting (Q 2). .
Investment account
“Average cost” analysis (Q 2 )................................
worksheet and adjustments (Q 5 )..........................
Purchase and sale, profit on (Q 1).............................
Reacquired (Q 9 )..........................................................
Reorganization plan (Q 3 )...........................................
Subscriptions, before corporate organization (Q 11).,
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STOCK— Continued
Transfer, without registering on books (Q 9 )................................................................................(T )
Treasury, balance-sheet treatm ent (Q 2 ).......................................................................................(P)
Watered, liability of holder ( Q 11) ................................................................................................. (L)
STOCK BROKER
Value of securities on balance-sheet of (Q 9 )....................................................................
(T)
STOCK CERTIFICATES
As dividends, how recorded (Q 12)................................................................................................ (T)
Theft of endorsed, title to (Q 11)................................................................................................... (L)
STOCK DIVIDENDS
(See “ Dividends” )
STOCK OPTIONS
As incentive, tax treatm ent (Q 1 )............................................................................. ..................... (P)
STOCKHOLDERS
Rights of, in acquirement and reacquirement of stock (Q 9 )......................................................(L)
STOPPAGE IN TRANSIT
Seller’s rights (Q 2 )........................................................................................................................... (L)
SUB-DIVISION OF LAND
(See “ Real estate”)
SUBSCRIPTIONS
Dues and subscriptions account, audit of (Q 5 ).................... ....................................................... (A)
Magazine publisher, unearned income from (Q 4 ) ....................................................................... (A)
SURETY
Collateral given by (Q 7)....................................................................................................................(L)
Contract of suretyship, define (Q 5 )................................................................................................. (L)
Discharge of bankrupt, release of (Q 7 )......................................................................................... (L)
Excess in expenditures, recovery by defaulter (Q 4 )...................................................................... (L)
Liability of, fordefault on bond ( Q 3 )............................................................................................. (L)
( Q 4 )............................................................................................. (L)
(Q 8 )............................................................................................. (L)
Partners,on continuing guaranty (Q 8 )............................................................................................(L)
Preference of, in bankruptcy (Q 4 )...................................................................................................(L)
Recovery by
suit against defaulter (Q 7)............................................................................................................ (L)
under Statute of limitations (Q 8 )................................................................................................ (L)
Release of, a t discharge of principal (Q 7 ).......................................................................................(L)
Rights of, explain and illustrate (Q 5)...................................
(L)
Rights to collateral held by creditor (Q 9 ).......................................................................................(L)
SURPLUS
Capital, proper use of (Q 9 ).............................................................................................................. (T)
Show entries for ( Q 3 ) ........................................................................................................................ (P)
TAX RETURNS
(See also “ Income taxes” )
Accountants’ right to retain (Q 4 ).................................................................................................. (L)
TAXABLE INCOME
(See “ Income taxes” )
TAXES
(See “ Income taxes” ; “Stamp taxes” ; “Transfer tax” )
TELEPHONE COMPANY
Departmental accounts ( Q 1) .......................................................................................................... (P)
TELEVISION SET
Sold on purchase memorandum (Q 10).......................................................................................... (L)
TENANCIES
(See “ Estates” )
TERM S TO BE AGREED UPON
Significance of term (Q 6 )................................................................................................................ (L)
TESTIN G AND SAMPLING
Extent of, in audit (Q 6 ).................................................................................................................. (A)
T H EFT
By cashier ( Q 1) ................................................................................................................................ (A)
THEORY OF ACCOUNTS
Questions in ..................................................................................................................11, 30, 49, 69, 93,
TOWN ACCOUNTS
(See “ Municipal accounts” )
TRANSFER TAX
When due (Q 12)............................................................................................................................... (L)
TREASURY STOCK
(See “Stock” )
TREASURY TAX NOTES
As payment of federal taxes (Q 9 ).............................................................................................. . (T)
TRIAL BALANCE
Inadequate information, by accounting department (Q 2 ) ..........................................................(P)
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TRUST ACCOUNTS
Payroll funds, in receivership (Q 6 )...........................................
TRUST DISTRIBUTIONS
Taxable gross income (Q 5 )........................................................
TRUST IN D EN TU R E
Bond issue, review for audit (Q 7).............................................
TRUSTEES’ ACCOUNTS
(See also “Estates” )
Employees’ purchases fund ( Q 1)...............................................
TUNG OIL DRUMS
Sale or bailment ( Q 6 ).................................................................
UNDUE INFLUENCE
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